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ESTABLISHMENT  OF  AN  OFFICE  OF  INSPECTOR  GEN- 
ERAL IN  THE  DEPARTMENT  OF  HEALTH,  EDUCA- 
TION, AND  WELFARE 


TUESDAY,  MAY  25,  1976 

House  of  Representatives, 
Intergovernmental  Relations 
and  Human  Resources  Subcommittee 
or  the  Committee  on  Government  Operations, 

Washington,  B.C. 
The  subcommittee  met,  pursuant  to  call,  at  9 :45  a.m.,  in  room  2154, 
Ray  burn  House  Office  Building,  Hon.  L.  H.  Fountain  (chairman  of 
the  subcommittee)  presiding. 

Present:  Representatives  L.  H.  Fountain,  John  L.  Burton,  Robert 
F.  Drinan,  and  Elliott  H.  Levitas. 

Also  present:  James  R.  Naughton,  counsel;  William  S.  McLeod, 
professional  staff  member ;  Pamela  H.  Welch,  secretary  |  and  Richard 
L.  Thompson  and  John  M.  Duncan,  minority  professional  staff,  Com- 
mittee on  Government  Operations. 
Mr.  Fountain.  The  subcommittee  will  come  to  order. 
Under  the  rules  of  the  House  of  Representatives,  the  Committee  on 
Government  Operations  has  jurisdiction  over  the  overall  economy 
and  efficiency  of  Government  operations  and  activities.  This  responsi- 
bility, insofar  as  it  relates  to  the  Department  of  Health,  Education, 
and  Welfare  and  certain  other  departments  and  agencies,  has  been 
assigned  to  the  Intergovernmental  Relations  and  Human  Resources 
Subcommittee. 

Today's  hearing  continues  an  extensive  inquiry  initiated  in  Decem- 
ber 1974  concerning  the  resources  and  procedures  utilized  by  the  De- 
partment of  Health,  Education,  and  Welfare  to  prevent  and  detect 
fraud  and  abuse  in  its  programs. 

After  a  series  of  hearings  during  1975,  a  report  based  on  the  sub- 
committee's continuing  inquiry  was  issued  by  the  Committee  on  Gov- 
ernment Operations  in  January  1976.  Among  other  findings,  the 
committee  concluded  in  the  report  that : 

HEW's  investigative  resources  were  ridiculously  inadequate.  Its  cen- 
tral investigative  unit  had  only  ten  investigators  with  a  10-}rear  back- 
log of  uninvestigated  cases. 

Information  needed  by  both  HEW  and  Congress  for  effective 
action  against  fraud  and  abuse  was  simply  not  available. 

Units  responsible  for  combating  fraud  and  abuse  were  scattered 
throughout  HEW  in  a  haphazard,  fragmented,  and  confusing  pattern, 
with  no  single  unit  having  the  overall  responsibility  and  authority  nec- 
essary to  provide  effective  leadership. 
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Personnel  of  most  of  these  units  lacked  independence  because  they 
reported  to  and  were  hired  and  fired  by  officials  directly  responsible 
for  the  programs  being  investigated.  Consequently,  honest  and 
thorough  reports  concerning  serious  problems  might  often  embarrass 
their  own  bosses. 

Even  when  serious  deficiencies  became  known  to  responsible  officials, 
corrective  action  was  sometimes  not  taken  until  literally  years  later. 

In  its  January  report,  the  subcommittee  indicated  that  it  would 
consider  the  establishment  of  a  statutory  HEW  Office  of  Inspector 
General  during  this  session  of  Congress.  In  the  meantime,  among 
other  things,  we  recommended  that  the  Secretary  place  the  HEW 
Audit  Agency  and  its  central  investigative  unit  under  the  direction  of 
a  single  official  with  no  program  responsibilities  who  would  have  over- 
all responsibility  for  coordination  and  leadership  of  auditing  and  in- 
vestigative activities,  and  for  informing  the  Secretary  of  serious  prob- 
lems disclosed  by  such  activities. 

During  the  hearing  today,  we  expect  to  take  testimony  concerning 
the  establishment  of  a  statutory  Office  of  Inspector  General  for  the 
Department  of  Health,  Education,  and  Welfare.  In  addition,  in  view 
of  the  serious  deficiencies  disclosed  by  our  investigation  to  date,  there 
will  undoubtedly  be  some  discussion  of  the  extent  to  which  HEW  has 
taken  action  to  improve  resources  and  procedures  for  the  prevention 
and  detection  of  fraud  and  abuse,  as  well  as  any  steps  it  has  taken  to 
promote  greater  economy  and  efficiency  in  the  administration  of  its 
multibillion  dollar  programs. 

The  specific  bills  before  us  for  consideration  at  this  time  are  H.E. 
5302  and  three  similar  bills  sponsored  by  Representatives  Benjamin 
Rosenthal  and  45  other  members. 

[The  bill,  H.R.  5302,  follows :] 
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'^th. CONGRESS 
1st  Session 


IN  THE  HOUSE  OE  REPRESENTATIVES 

March  20, 1975 

Mr.  Rosenthal  (for  himself,  Mr.  Addabbo,  Mr.  Badillo,  Mr.  Baldus,  Mr. 
Blanchakd,  Mr.  Carney,  Mr.  Carr,  Mr.  Conyers,  Mr.  Downey,  Mr. 
.Drinan,  Mr.  Edwards  of  California,  Mr.  Eilberg,  Mr.  Evans  of  Indiana, 
Mr.  Oilman,  Mr.  Hannaford,  Mr.  Harrington,  Mr.  Hawkins,  Mr. 
Hechler  of  West  Virginia,  Mr.  Henderson,  Ms.  Holtzman,  Mr.  Koch, 
and  Mr.  Lent)  introduced  the  following  bill ;  which  was  referred  to  the 
Committee  on  Government  Operations 


To  Establish  the  Office  of  Inspector  General  in  the  Department 
of  Health,  Education,  and  Welfare. 

1  Be. it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembledt 

3  That  there  is.  established  the  Office  of  Inspector  General 

4  (hereinafter  referred  to  as  the  "Office'')  in  the  Department; 

5  of  Health,  Education,  and  Welfare. 

6  Sec..  2.  (a)  There  shall  be  at  the  head  of  the  Office  .of 

7  Inspector  General  who  .shall  be  appointed  by  the  President^ 

8  by  and  with  the  advice  and  consent  of  the  Senate. 
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1  (b)  The  Inspector  General  shall  serve  for  a  term  of 

2  ten  years;  may  be  removed  only  by  impeachment,  and  may 

3  not  be  reappointed  upon  the  expiration  of  such,  term  or 

4  removal  from  office. 

5  (c)  The  Inspector  General  shall  be  paid  at  a  per  annum 

6  gross  rate  equal  to  the  rate  of  basic  pay  for  level  IV  of  the 

7  Executive  Schedule  prescribed  by  section  5315  of  title  5, 
8--  United  States  Code, 

9  Sec.  3.  (a)  The  Inspector  General  may  appoint  and 

10  fix  the  pay  of  such  personnel  as  he  deems  advisable. 

11  (b)  The  Inspector  General  may  procure  the  services 

12  of  experts  and  consultants  in  accordance  with  section  3109 

13  of  title  5,  United  States  Code,  but  at  rates  for  individuals 

14  not  to  exceed  $100  per  diem. 

15  Sec.  4.  (a)  The  Inspector  General  shall  investigate 

16  each  program  which  is  administered  by  the  Department  of 

17  Health,  Education,  and  Welfare  and  which  involves  the 

18  application  or  disbursement  of  Federal  funds,  in  order  to — 

19  (1)  determine  the  extent  to  which  such  program 

20  is  administered  in  compliance  with  applicable  laws  and 

21  regulations ;  and 

22  (2)  recommend  corrections  of  deficiencies  in,  or 
23'  improvements  of  the  organization,  plans,  or  procedures 

24  of  such  program. 

25  (b)  The  Inspector  General  shall  transmit  an  annual 
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a 

1  report  to  .'Congress  'and  the  Secretary  of  Health>  Education, 

2  and  Welfare,  setting  f orth-^ 

•3  (1)  a  summary  of  each  complaint  with  respect  to 

4  a  program  described  in  subsection  (a)  of  this  section  re- 

5  ceived  by  the  Office  during  the  year  preceding  the  trans- 

6  mission  of  such  report ; 

7  -('2)  the  findings  of  each  investigation  carried  out 

8  during  the  year  preceding  the  transmission  of  such  report 

9  pursuant  to  subsection  (a)  of  this  section  or  as  a  result 

10  of  a  complaint  described  in  paragraph  (1)  of  this  sub- 

11  section;  and 

12  (3)  his  recommendations  with  respect  to  any  pro- 

13  gram  described  in  subsection  (a)  of  this  section,  and 

14  the  extent  to  which  any  such  recommendations  have- 

15  subsequently  been  implemented. 

16  Notwithstanding  any  other  provision  of  law  or  regulation 

17  issued  thereunder,  the  Inspector  General  shall  directly 

18  transmit  such  report  to  Congress  and  may  not  be  required 

19  by  any  person  to  submit  such  report  to  such  person  for 

20  approval  prior  to  such  transmission. 

21  Sec.  5.  (a)  In  order  to  carry  out  the  provisions  of  this 

22  Act,  the  Inspector  General  may  secure  directly  from  any 

23  agency  of  the  Federal  Government  any  information  that  he 

24  deems  necessary.  Upon  the  request  of  the  Inspector.  General,- 

25  the  head  of  such  agency  shall  furnish  such  information  to  the 
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1  Office.  For  the  purposes  of  this  subsection;  the  term  "agency 

2  of  the  Federal  Government"  means  any' agency,  department; 

3  corporation,  independent  establishment,  or  other  entity  of 

4  the  executive  branch  of  the  Government  of  the  United  States. 

5  (b)  The  Inspector  General  may  for  the  purpose  of  car- 

6  rying  out  this  Act  hold  such  hearings,  sit  and  act  at  such 

7  times  and  places,  take  such  testimony,  and  receive  such  evi- 

8  dence,  as  he  may  deem  advisable. 

9  (c)  (1)  The  Inspector  General  shall  have  power  to  issue 

10  subpenas  requiring  the  attendance  and  testimony  of  witnesses 

11  and  the  production  of  any  evidence  that  relates  to  any  matter 

12  under  investigation  by  the  Office.  Such  attendance  of  wit- 

13  nesses  and  the  production  of  such  evidence  may  be  required 

14  from  any  place  within  the  United  States  at  any  designated 

15  place  of  hearing  within  the  United  States. 

16  (2)  If  a  person  issued  a  subpena  under  paragraph  (1) 

17  refuses  to  obey  such  subpena  or  is  guilty  of  Contumacy,  any 

18  court  of  the  United  States  within  the  judicial  district  within 

19  which  the  hearing  is  conducted  or  within  the  judicial  dis- 

20  trict  within  which  such  person  is  found  or  resides  or 

21  transacts  business  may  (upon,  application  by  the  Inspector 

22  General)  order  such  person  to  appear  before  the  Inspector 

23  General  to  produce  evidence  or  to  give  testimony  touching 

24  the  matter  under  investigation.  Any  failure  to  obey  such  or- 
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1  der  of  the  court  may  be  punished  by  such  court  as  a  contempt 

2  thereof. 

3  (3)  The  subpenas  of  the  Inspector  General  shall"  be 

4  served  in  the  manner  provided  for  subpenas  issued  by  a 

5  United  States  district  court  under  the  Federal  Eules  of 

6  Civil  Procedure  for  the  United  States  district  courts. 

7  (4)  All  process  of  any  court  to  which  application  may 

8  be  made  under  this  section  may  be  served  in  the  judicial  dis- 

9  trict  wherein  the  person  required  to  be  served  resides  or  may 

10  be  found. 

11  Sec.  6.  There  are  authorized  to  be  appropriated  such 

12  sums  as  may  be  necessary  to  carry  out  the  provisions  of  this 

13  Act, 

Mr.  Fountain.  I  want  to  commend  Mr.  Rosenthal,  who  is  a  former 
member  of  our  subcommittee,  and  his  cosponsors  for  the  interest  they 
have  taken  in  this  matter. 

I  do  have  some  reservations  about  H.R.  5302  in  its  present  form, 
and  its  companion  bills,  primarily  because  the  Office  of  Inspector  Gen- 
eral provided  for  by  those  bills  would  not  include  the  HEW  Audit 
Agency.  It  would  not  be  difficult  to  make  that  change. 

In  my  judgment,  the  Office  of  Inspector  General  should  include,  as 
a  minimum,  both  the  Office  of  Investigations  and  the  HEW  Audit 
Agency.  However,  it  is  my  hope  that,  through  these  hearings,  if  we 
deem  such  legislation  necessary,  we  can  write  appropriate  legislation 
to  create  a  strong  and  independent  Office  of  Inspector  General  which 
will  receive  broad  support  in  both  the  House  and  the  Senate. 

We  are  delighted  to  have  yon  with  us  this  morning,  Mr.  Rosenthal. 
If  you  have  a  prepared  statement,  you  may  present  it  or  summarize,  as 
you  see  fit. 

Mr.  Rosenthal.  Thank  you  very  much,  Mr.  Chairman. 

STATEMENT  OE  HON.  BENJAMIN  S.  ROSENTHAL,  A  REPRESENTA- 
TIVE IN  CONGRESS  PROM  THE  STATE  OF  NEW  YORK 

Mr.  Rosenthal.  I  would  like  to  present  the  prepared  statement  be- 
cause there  are  a  number  of  points  that  I  think  are  peculiarly  pertinent 
to  this  hearing. 
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I  appreciate  this  opportunity  to  testify  in  support  of  my  bill,  H.K. 
5302,  which,  as  you  have  stated  quite  appropriately,  Mr.  Chairman, 
would  establish  an  independent  Office  of  Inspector  General  at  the  De- 
partment of  Health,  Education,  and  Welfare. 

While  HEW  program  expenditures  will  total  $118.4  billion  for  this 
fiscal  year,  the  department  has  no  effective  centralized  investigatory 
office  with  authority  to  monitor  its  disbursements.  The  Federal  Gov- 
ernment has,  in  fact,  abdicated  to  the  States  its  investigatory  responsi- 
bilities for  many  programs,  and  has  failed  to  insure  that  HEW  has  the 
resources  or  authority  necessary  properly  to  oversee  whether  the  States 
actively  investigate  charges  of  improper  expenditures.  The^  absence  of 
a  centralized  investigatory  office  has  prevented  any  effective  control 
over  waste,  fraud,  or  inefficiency. 

Examples  abound  of  HEW  mismanagement  and  abuse.  Losses  in 
medicare  and  medicaid  programs  due  to  waste  or  fraud  reportedly 
total  as  much  as  $3  billion  a  year,  or  10  percent  of  these  programs' 
overall  outlays.  Department  officials  estimate  that  as  much  as  $750 
million  a  year,  or  5  percent,  of  total  medicaid  outlays  is  lost  through 
fraud.  Other  estimates  range  up  to  8  percent  or  $1.2  billion. 

Moreover,  enormous  amounts  of  money  have  been  lost  because  of 
program  mismanagement  and  abuse.  The  Senate  Aging  Subcommit- 
tee on  Long-Term  Care  recently  reported  that  HEW,  in  a  manner  of 
speaking,  wasted  more  than  $1  billion  in  reimbursements  for  unnec- 
essary surgery.  HEW  auditors  sampled  beneficiaries  in  Illinois,  New 
York,  Maryland,  and  California,  and  discovered  that  up  to  20  percent 
of  the  medicaid  recipients  may  not  be  eligible  for  publicly  supported 
medical  assistance. 

The  Social  Security  Administration  admits  that  medicare  was  over- 
charged $27  million  by  doctors,  hospitals,  and  nursing  homes  over  the 
last  5  years.  One-half  of  this  money  has  been  recovered.  Such  esti- 
mates of  overcharge  should  be  considered,  obviously,  very  conserva- 
tive since  they  represent  only  those  cases  investigated  by  the  agency. 

The  Federal  student  loan  program  is  another  HEW  activity  report- 
edly crippled  by  fraud,  mismanagement  and  abuse.  The  Office  of 
Guaranteed  Student  Loans,  with  a  total  of  $3.3  billion  in  federally 
insured  loans,  experienced  an  18-percent  default  rate  in  fiscal  year 

1975,  which,  it  is  anticipated,  will  grow  to  20  percent  in  fiscal  year 

1976.  These  statistics  contrast  sharply  with  the  5  to  8  percent  default 
rate  under  State-guaranteed  student  loan  programs,  and  the  3  per- 
cent delinquency  rate  for  consumer  loans  generally,  and  the  1-percent 
rate  for  mortgage  loan  delinquencies. 

Now  obviously,  HEW  should  not  be  held  wholly  accountable  for  the 
failure  of  students  to  pay  their  debts,  but  a  GAO  report  recently  re- 
vealed that  HEW  had  not  pressed  lending  institutions  to  try  aggres- 
sively to  collect  on  federally  guaranteed  loans  to  students.  The  GAO 
also  said  there  was  bureaucratic  mismanagement  of  the  program  by 
the  Department.  The  Department  has  no  supporting  data  on  15  per- 
cent of  the  loans  on  which  it  has  paid  off.  In  a  sample  of  245  claims 
paid  off  by  HEW,  the  GAO  said  only  10  percent  should  have  been 
paid.  Another  GAO  evaluation  of  HEW's  master  file  on  the  program 
found  205,000  errors  in  50.000  records. 

It  is  not  surprising  that  HEW  cannot  monitor  effectively  its  multi- 
billion  dollar  programs.  The  Office  of  Investigations  and  Security 
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(OIS),  HEW's  principal  oversight  agency,  has  24  investigators  and 
a  10-year  backlog  of  cases  to  monitor  HEW's  $118  billion  budget, 
which  includes  some  of  the  most  complex  programs  of  the  Federal 
Government.  These  24  investigators  must  police  the  performance  of 
129,000  HEW  employees  who  manage  over  300  separate  Government 
programs  that  directly  or  indirectly  affect  the  daily  lives  of  tens  of 
millions  of  Americans.  It  is  reported  that  the  department  plans  to 
hire  30  additional  investigators. 

HEW  has  sought  to  cope  with  the  huge  potential  for  abuse  by  en- 
listing the  aid  of  the  States.  This  cooperation  must  continue,  but  the 
evidence  is  overwhelming  that  it  is  no  substitute  for  a  vigorous  Fed- 
eral effort  to  combat  fraud  and  abuse.  Many  States  do  not  have  the 
resources  or  the  experience  to  cope  with  the  multitude  of  sophisticated 
schemes  and  devices  used  to  evade  the  law.  Moreover,  there  are  many 
investigatory  techniques,  such  as  wider  use  of  computer  audits,  which 
can  only  be  undertaken  economically  at  the  Federal  level.  Many  fraud- 
ulent operations  cross  State  lines  or  duplicate  themselves  in  many 
areas  of  the  country.  A  nationwide  approach  and  perspective  in  meet- 
ing these  challenges  is  essential. 

There  is  a  direct  correlation  between  increased  Federal  enforcement 
efforts  and  the  detection  of  fraud.  The  three  cases  involving  medicare 
abuse  thoroughly  examined  by  the  HEW  investigations  office  resulted 
in  a  potential  savings  or  recovery  of  $2.6  million.  The  100  cases  pend- 
ing before  the  OIS  offer  a  potential  savings  or  recovery  of  $20  million. 
In  addition,  70  percent  of  the  State  prosecutions  for  medicaid  fraud 
have  been  conducted  by  California,  which  has  a  staff  of  74,  the  larg- 
est medicaid  investigatory  staff  in  the  country.  California's  achieve- 
ments in  this  area  are  in  sharp  contrast  with  those  of  the  21  States 
which  have  no  investigations  staff,  and,  consequently,  are  totally  in- 
active in  fraud  and  abuse  detection. 

I  want  to  state  for  the  record,  Mr.  Chairman,  that  I  am  an  ardent 
supporter  of  our  Nation's  social  service  programs.  For  this  reason,  I 
feel  even  more  strongly  that  every  effort  must  be  made  to  rid  these 
programs  of  the  waste  and  fraud  which  deprives  the  needy  and  deserv- 
ing of  billions  of  dollars  a  year  in  intended  support.  I  would  hope  that 
the  evidence  developed  in  these  hearings  would  be  carefully  weighed 
by  the  proper  committees  of  this  Congress  when  the  HEW  budget 
is  reviewed. 

But  as  a  member  of  the  Government  Operations  Committee,  I  am  a 
firm  believer  in  the  premise  that  governmental  structure  plays  a  critical 
role  in  the  formulation  of  policy.  I  am  afraid  that  the  investigatory 
framework  at  HEW  is  timeworn,  rusty,  and  inadequate,  and  is,  in  fact, 
inappropriate  to  the  function  it  is  even  now  asked  to  perform. 

The  legislation  I  have  introduced,  with  over  40  cosponsors — H.R. 
5302 — would,  as  you  have  stated,  Mr.  Chairman,  establish  an  inde- 
pendent Office  of  Inspector  General  in  HEW,  and  provide  it  with  the 
tools  necessary  to  combat  fraud,  mismanagement,  and  abuse.  Under 
H.E.  5302,  the  Inspector  General  would  be  appointed  for  a  10-year 
term  by  the  President  with  the  advice  and  consent  of  the  Senate.  He 
or  she  would  be  removable  for  cause  only,  and  would  not  be  eligible 
for  reappointment  beyond  the  original  term. 

The  oill  would  invest  the  Inspector  General  with  the  power  to  snb- 
pena  persons,  records,  and  documents.  This  authority,  which  is  in- 
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dispensable  for  an  adequate  investigatory  agency,  is  not  presently 
enjoyed  by  HEW  investigators.  The  legislation  would  require  the 
Inspector  General  to  be  answerable  equally  to  the  Congress  and  the 
President,  both  of  which  would  receive  major  investigative  reports 
at  the  same  time  as  the  HEW  Secretary. 

There  is  a  need  for  this  legislation.  Consider  HEW,  if  you  will,  as  a 
mammonth  service-oriented  corporation.  With  a  budget  of  $188.4  bil- 
lion, HEW  has  larger  revenues  than  Exxon,  General  Motors,  Ford, 
Texaco,  Mobil  Oil,  and  Standard  Oil  of  California  combined. 

Now,  imagine  that  each  of  these  six  largest  industrial  corporations 
in  the  United  States  was  audited  by  an  accounting  firm  whose  head  was 
hired  by  the  chief  executive  of  the  corporation  and  whose  financial  re- 
port had  to  be  reviewed  and  approved  by  the  chief  executive  before 
being  submitted,  if  ever,  to  the  board  of  directors.  That,  obviously, 
would  be  ludicrous.  It  not  only  does  not  make  sense,  but  it  would  violate 
numerous  Federal  securities  laws.  Yet  the  present  auditing  and  inves- 
tigatory fource  of  HEW  is  subject  to  these  crippling  constraints. 

The  OIS  Director  is  hired  by  the  Secretary  of  HEW,  OIS  investiga- 
tors are  all  employees  of  HEW,  and  all  OIS  reports  have  to  be  re- 
viewed and  approved  by  the  Secretary  before  being  submitted  to  other 
Government  agencies  or  the  Congress.  The  soundness  of  the  investiga- 
tory findings  is  suspect,  because  the  integrity  and  objectivity  are  un- 
dermined by  the  structural  deficiencies  at  the  Department. 

The  usefulness  of  an  Inspector  General,  as  you  know,  Mr.  Chair- 
man, has  been  confirmed  by  the  General  Accounting  Office.  A  recent 
GAO  report  found  that,  in  every  instance  where  an  Office  of  Inspector 
General  was  established,  it  was  considered  integral  to  the  economic 
efficiency  of  the  agency  in  which  it  served. 

An  investigatory  office  must  be  provided  certain  tools  if  it  is  to  be 
effective.  These  include  an  adequate  and  capable  staff,  access  to  in- 
formation including  the  ability  to  subpena,  and  complete  independence 
from  those  responsible  for  operating  programs  and  high  organizational 
placement. 

The  need  for  an  independent — and  I  emphasize  independent— inves- 
tigatory and  auditing  Inspector  General's  Office  which  has  complete 
access  to  information,  was  recognized  by  the  report  of  the  Rockefeller 
Commission  on  CIA  activities.  The  Commission  criticized  the  CIA 
Inspector  General  for  having  so  small  a  staff  that  it  was  necessary 
for  their  Inspector  General  to  rely  on  each  program  administrator  and 
his  staff  to  insure  proper  program  management. 

The  Commission  also  was  highly  critical  of  the  restriction  on  obtain- 
ing information  faced  by  the  CIA's  Inspector  General's  Office.  The 
Office  could  conduct  its  reviews  only  within  the  confines  of  material 
with  which  the  CIA  Director  chose  to  provide  it. 

The  Commission  acknowledged  that  many  of  the  CIA's  illegal  ac- 
tivities could  have  been  avoided  if  the  Inspector  General  had  had  the 
authority  to  alert  sources  other  than  the  Director  of  the  CIA  of  the  im- 
proprieties festering  within  the  Agency.  The  Rockefeller  Commission 
recommended  that  the  CIA  Inspector  General  be  given  a  larger  and 
better  qualified  staff,  complete  access  to  all  information  relevant  to  his 
review,  and  the  authority  to  provide  reports  directly  to  outside  bodies, 
including  obviously  the  National  Security  Council.  An  Office  of  In- 
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spector  General,  in  an  agency  that  has  a  budget  of  $118  billion,  requires 
no  less  than  this  in  either  personnel,  and  particularly  authority  and 
access. 

Some  question  has  been  raised  about  having  an  HEW  Inspector 
General  vested  with  subpena  power.  In  my  judgment,  this  is  the  only 
way  to  insure  complete  access  to  information.  Many  Federal  regula- 
tory agencies,  including  the  SEC,  FTC,  and  FCC,  have  subpena  power, 
and  the  House  Government  Operations  Subcommittee  on  Legislation 
and  National  Security  is  presently  considering  legislation  which  would 
give  the  Comptroller  General  subpena  power  as  well.  Without  this 
tool,  an  Inspector  General's  Office  is  forced  to  rely  on  that  information 
which  those  who  are  being  investigated  want  him  to  have.  This  would 
preclude  any  effective  evidence  gathering  and,  thus,  emasculates  the 
office  at  the  outset. 

The  organizational  placement  of  the  Inspector  General's  Office  is 
also  important.  As  recognized  by  a  GAO  review  of  the  activities  of 
the  Office  of  Inspector  General  at  the  Department  of  Agriculture,  the 
placement  of  the  Inspector  General's  Office  should  be  such  that  he 
is  independent  of  the  officials  who  are  directly  responsible  for  the 
operation  he  reviews.  This  provides  the  Office  of  Inspector  General 
with  maximum  independence  and  permits  objectivity  and  impartiality 
in  the  reporting  on  all  departmental  activities.  The  Office  of  Inspector 
General  must  be  unlimited  in  its  authority  to  review  any  and  all  func- 
tions of  the  Department. 

The  Inspector  General's  office  should  have  the  opportunity  to  obtain 
an  overview  of  the  highly  diversified  and  decentralized  organizations 
and  functions  in  a  Department  such  as  HEW.  Program  activities 
common  to  several  bureaus  or  offices  cannot  be  reviewed  effectively 
on  a  departmentwide  basis  unless  the  investigatory  organization  can 
cross  agency  lines  to  obtain  needed  information. 

In  order  to  insure  the  maximum  independence  of  the  Inspector 
General's  Office  from  HEW  management,  I  have  suggested  that  the 
Office  be  made  fully  independent  and  equally  responsible  to  the  Con- 
gress and  the  Secretary,  and  that  the  Inspector  General  report  simul- 
taneously to  these  bodies.  I  believe  that  this  encourages  management's 
thorough  and  prompt  consideration  of  the  Inspector  General's  find- 
ings and  recommendations. 

I  urge  the  subcommittee  to  act  favorably  on  H.R.  5302,  with  some 
modifications,  obviously.  First,  I  consider  it  essential  that  the  Office 
of  Inspector  General  also  house,  in  this  case,  the  HEW  auditing 
operations.  This  would  permit  an  integration  of  the  policies  and 
perspectives  of  the  investigatory  and  auditing  functions,  and  guaran- 
tee the  independence  of  the  HEW  audits. 

Second,  a  matter  has  been  brought  to  my  attention,  and  it  is  one 
with  which  I  agree.  The  Inspector  General's  access  to  information 
must  not  curtail  or  in  any  way  infringe  on  the  legitimate  privacy 
rights  of  individuals  as  expressed  in  the  Privacy  Act  and  similar  laws 
and  court  pronouncements. 

m  I  would  also  suggest  that  there  may  be  other  areas  where  modifica- 
tions may  be  helpful,  but  my  single,  overriding  concern  is  that  this 
subcommittee  report  out  a  bill  that  provides  for  an  independent  and, 
thus,  effective  Inspector  General,  and.  that  it  be.  placed  in  such  a 


12 


framework,  table  of  organization  within  the  Department,  that  it  is 
responsible  to  the  Secretary,  the  President,  and  the  Congress,  that  the 
term  of  10  years  be  established.  This  is  the  only  way  we  are  going  to 
get  a  handle  on  program  expenditures  of  over  $118  billion. 

Passage  of  such  a  bill  is  urgent  for  one  who  believes  in  the  thrust 
of  these  programs.  The  programs  are  done  a  great  disservice  by  per- 
mitting those  who  are  fraudulently  motivated  to  engage  in  nefarious 
practices  without  being  caught. 

Those,  like  myself,  who  support  these  programs  cannot  condone 
those  kinds  of  activities  by  inaction  and  feel  it  is  essential  that  we 
establish  an  effective  Health,  Education,  and  Welfare  Inspector  Gen- 
eral. Thank  you. 

Mr.  Fountain.  I  thank  the  distinguished  gentleman  from  New 
York,  Mr.  Rosenthal,  a  very  able  member  of  the  Committee  on  Gov- 
ernment Operations,  for  a  very  thought-provoking  and  meaningful 
statement,  which,  in  many  respects,  anticipated  some  of  the  questions 
I  might  have  asked. 

As  I  see  it,  under  H.R.  5302,  as  it  is  presently  worded,  impeachment 
would  be  the  only  grounds  for  removal  of  the  Inspector  General.  I 
believe,  under  the  Constitution,  the  only  grounds  for  impeachment 
are  treason,  bribery,  high  crimes,  and  misdemeanors. 

Would  there  be  any  way  to  get  rid  of  a  person  who  turned  out  to  be 
simply  incompetent  or  disabled,  in  your  opinion,  if  we  kept  that  lan- 
guage in  the  bill  ? 

Mr.  Rosenthal.  Under  the  Constitution,  disability  would  also  be 
a  reason. 

I  think  we  must  address  ourselves  to  the  motivation  for  putting  that 
in.  I  realize  that  is  a  very  strong,  very  restrictive,  and  constraining 
kind  of  provision. 

The  person  who  occupies  the  Office  of  Inspector  General  must  be 
totally  free  from  divisive  or  political  influence,  regardless  of  which 
branch  of  Government  these  influences  emanate  from.  So,  in  drafting 
this  legislation,  we  chose  to  protect  that  person  from  caprice  or  politi- 
cal influences.  Whether  the  subcommittee  wants  to  stay  with  this  very 
restrictive  language  of  impeachment  is  a  matter  where  the  subcom- 
mittee can  exercise  its  own  judgment,  but  the  mandate  to  all  of  us, 
I  think,  is  the  integrity  and  independence  of  this  Office. 

Mr.  Fountain.  I  note  the  Comptroller  General  says, 

Although  we  have  no  particular  objection  to  independent  reporting  authority, 
H.R.  5302  does  not  contain  any  provision  that  requires  the  Inspector  General  to 
be  responsible  to  anyone  in  HEW.  We  believe  that  the  following  clause  could 
be  added  .  .  . 

And  then  he  goes  ahead  and  suggests  a  provision  in  the  bill  as 
follows : 

The  Inspector  General  shall  report  to  the  Secretary  of  Health,  Education,  and 
Welfare;  and  in  carrying  out  the  functions  vested  in  him  by  this  section,  the 
Inspector  General  shall  not  be  under  the  control  of,  or  subject  to  supervision  by, 
any  officer  of  the  Department  of  Health,  Education,  and  Welfare,  other  than 
the  Secretary. 

Do  you  care  to  comment  upon  that  ? 

Mr.  Rosenthal.  No ;  I  stand  on  that.  What  we  did  not  want  was 
for  the  Inspector  General  to  be  intimidated  by  the  Secretary  of  HEW 
or  an  Under  Secretary  or  Assistant  Secretaries.  I  wanted  a  provision 
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which  insures  an  Inspector  General  does  not  have  to  send  his  report 
into  agencies  in  advance  for  comments  or  alterations  or  changes  of  one 
sort  or  another.  I  wanted  to  give  this  Office  the  maximum  amount  of 
independence  and  freedom  from  influence,  either  from  outside  the 
agency  or  in  the  agency. 
I  do  not  disagree  with  what  the  GAO  said. 

Mr.  Fountain.  I  quite  agree  with  you  on  that.  I  think  he  ought  to 
be  completely  independent,  and,  yet,  I  think,  if  we  get  a  rotten  apple 
in  as  Inspector  General,  we  ought  to  be  able  to  get  rid  of  him  without 
too  much  difficulty.  That  is  always  a  possibility,  too. 

Mr.  Rosenthal.  After  all  I  have  been  through,  and  after  serving  on 
this  committee  for  14  years,  and  after  having  seen  the  magnitude  of 
fraud  and  almost  debauchery  of  these  programs  by  virtue  of  permit- 
ting this  fraud  to  continue,  if  we  want  to  make  any  mistakes,  we  ought 
to  make  them  on  the  side  of  the  independence  of  this  Inspector  General 
rather  than  on  the  side  of  some  other  weak-kneed  office. 

Let  us  take  the  situation  in  the  Department  of  Agriculture.  You 
know  that  its  Inspector  General  came  about  as  a  result  of  the  Billie  Sol 
Estes  scandal,  which  you  are  so  familiar  with  and  which  you  did  such 
an  outstanding  job  investigating,  Mr.  Chairman.  The  Agriculture 
people  have  totally  eliminated  that  Office. 

I  want  to  cement  this  Inspector  General  in  concrete  and  steel,  so  that 
no  Secretary  can  either  intimidate  the  Office  or  do  away  with  it. 

Mr.  Fountain.  Mr.  Levitas  ? 

Mr.  Levitas.  Thank  you,  Mr.  Chairman,  and  thank  you,  Mr.  Rosen- 
thal, for  an  extremely  interesting  and  challenging  testimony. 

You  document,  in  your  testimony,  a  problem  that  has  concerned  this 
subcommittee,  as  evidenced  by  the  report  which  was  issued  earlier  this 
year.  I  think  you  are  absolutely  on  target  when  you  say  that  the 
public  perception  and  this  subcommittee's  confirmation  of  widespread 
program  abuse  and  fraud,  amounting  to  a  loss  of  billions  of  taxpayer 
dollars,  not  only  is  depriving  the  anticipated  recipients  of  these  funds, 
but  is  generating  a  hostility  among  the  American  taxpayers  who  say, 
"We  are  not  going  to  stand  for  this  and,  if  it  means  doing  away  with 
the  program,  we  will  do  away  with  the  program  rather  than  be  ripped 
off  to  the  extent  that  we  are." 

I  have  a  few  specific  questions  about  the  concept  of  an  Inspector  Gen- 
eral. Leaving  aside  the  terminology  of  Inspector  General,  just  what  do 
you  expect  this  Inspector  General  would  do  ?  Give  me  some  examples 
of  the  type  of  investigations  or  inquiries  that  he  would  pursue. 

Mr.  Rosenthal.  The  name  really  isn't  very  important.  You  can 
call  it  anything  that  you  want. 

Congress  has  never,  for  a  whole  host  of  reasons,  done  a  very  good 
job — never  done  any  job — of  oversight  of  programs  once  the  legisla- 
tion is  passed.  Agencies  that  have  grown  fast,  such  as  HEW,  have  not 
seen  themselves  as  investigative  types.  Being  investigative  requires  a 
certain  psychological  type.  They  have  not  overseen  the  expenditures 
of  their  funds.  In  many  of  these  areas,  HEW  deferred  to  the  States 
the  responsibility  for  investigating  whether  the  funds  were  being  spent 
appropriately  and  consistent  with  the  mandate  of  the  law.  The  States 
equally  had  no  investigatory  experience,  or  arm,  or  commitment  to 
investigate. 
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Neither  the  States  nor  the  Federal  Government  did  any  investiga- 
tion. The  result  was  that  enormous  waste  and  fraud  developed  in  many 
of  these  programs.  We  saw  a  program  on  television  a  couple  of  weeks 
ago.  It  just  so  happened  to  be  in  New  York  City,  up  in  the  Bronx, 
where  people  went  out  and  hired  store  fronts.  They  put  doctors  in,  and 
they  advertised:  "Come  in  for  free  coffee  and  join  the  medicaid 
operation." 

Nobody  ever  intended  that  to  happen.  Nobody  ever  intended  that 
there  should  be  these  kinds  of  profitmaking  enterprises  riding  the 
backs  of  social  programs  and  denying  recipients  the  fair  treatment  they 
deserve. 

What  the  Inspector  General — or  any  name  you  want  to  call  it — 
would  be  to  audit  and  investigate  and  make  sure  that  these  funds  are 
being  spent  in  accordance  with  the  mandate  and  will  of  the  Congress. 

Mr.  Levitas.  Let  me  ask  a  couple  of  questions  to  make  sure  I  under- 
stand it. 

This  Inspector  General,  or  whatever  the  title  may  be,  would — 
based  upon  information  secured  from  third  parties,  or  on  its  own 
initiative — detect  storefront  medicaid  operations,  investigate  them, 
and  presumably  bring  civil  or  criminal  actions  against  them.  Would 
there  be  the  power  in  this  office  to  bring  criminal  action,  or  would 
the  office  have  to  turn  it  over  to  the  Justice  Department  with  an  FBI 
f  ollowup  ? 

Mr.  Rosenthal.  I  think  most  of  the  criminal  proceedings — almost 
all  of  them — would  be  referred  to  the  Justice  Department  for 
prosecution. 

The  Inspector  General  essentially,  I  think,  is  not  interested  in 
criminal  prosecutions.  That  is  a  matter  for  another  agency.  It  is  to 
report  back  to  his  department  and  to  the  Congress  as  to  what  is 
happening  with  these  programs,  and  to  make  sure  that  improper  ex- 
penditures are  cut  off  immediately  and  not  continued. 

Take  a  more  difficult  case.  Take  the  case  of  student  loans.  We  are 
all  for  student  loans.  It  is  a  very  important  program.  But  it  may  be, 
as  I  think  the  findings  have  indicated,  that  HEW  was  kind  of  casual 
about  the  way  these  things  were  handled,  that  they  didn't  press  on 
banks  to  make  prudent  kinds  of  loans,  that  loans  were  made  in  many 
areas — I  do  not  want  to  pick  on  any  particular  area,  but  let  us  take, 
for  example,  beauty  parlor  schools — people  were  virtually  dragged 
in  off  the  streets.  They  would  say,  "Come  on  in.  Go  to  school  here  for 
a  year  and  a  half.  We  will  get  you  a  loan  and  you  can  wipe  it  out." 

There  was  a  major  abuse  of  what  the  programs  were  intended  for. 

Mr.  Levitas.  Would  the  Inspector  General  also  have  the  authority 
to  review  the  operations  of  divisions  and  bureaus  within  HEW,  look- 
ing at  not  only  fraud,  but  program  abuse  or  mismanagement,  duplica- 
tion, sloth,  and  a  whole  range  of  things  ? 

Mr.  Rosenthal.  Yes. 

Mr.  Levitas.  Do  you  have  any  estimate,  or  has  any  estimate  been 
made,  of  how  much  this  Office  of  Inspector  General  would  cost,  and 
how  many  people  would  be  required  to  staff  such  an  operation  ? 

Mr.  Rosenthal.  I  have  no  estimate.  I  do  not  know  how  many  people 
anybody  would  hire  to  oversee  a  budget — to  investigate  in  a  budget 
of  $118  billion.  Certainly  not  20  or  30.  California  has  the  maximum 
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number  with  a  total  staff  of  74.  They  have  done  the  most  efficacious 
job  of  any  State. 

If  this  were  a  commercial  enterprise  and  I  were  in  charge  of  it, 
with  a  budget  of  $118  billion,  I  would  imagine  you  would  need  hun- 
dreds, if  not  thousands,  of  investigators  to  do  the  job.  If  you  hired 
a  thousand  investigators  and  it  cost — I  cannot  even  project  what  it 
would  cost;  let  us  say  $10  million — you  probably  would  save  $1 
billion.  I  cannot  conceive  of  a  better  way  of  getting  a  bigger  bang 
for  the  buck  in  the  Federal  Government  than  through  an  office  like 
this,  particularly  in  an  agency  that  has  a  budget  of  this  size. 

Mr.  Levetas.  One  last  question,  or  two  questions. 

How  do  you  envision  this  Inspector  General's  office  tying  into  the 
existing  Office  of  Investigation  within  HEW?  Do  you  see  a  need  to 
eliminate  CIS? 

Mr.  Rosenthal.  They  would  be  merged. 

Mr.  Levitas.  The  committee  report  indicated  that  it  would  be 
supplemented  to  the  work  of  OIS. 

Mr.  Rosenthal.  No  ;  this  would  be  on  a  much  higher  level.  OIS,  in 
my  judgment,  should  be  merged  into  this. 

Mr.  Levitas.  My  last  question  relates  to,  as  pointed  out  in  your 
testimony,  and  the  committee  oversight  report,  that  States  which  have 
taken  strong  postures  on  investigating  fraud  and  program  abuse 
have  been  highly  successful.  Indeed,  they  have  been  much  more  suc- 
cessful even  than  the  Federal  Government  has  been  in  pursuing  these 
matters. 

What  do  you  think  about  the  idea  of  developing  some  program  for 
beefing  up  State  responsibilities  in  this  area,  something  like  letting 
them  work  on  a  contingent  fee  basis  ?  I  do  not  mean  that  literally,  but 
for  whatever  benchmark  is  established  for  the  amount  of  fraud  and 
program  abuse  they  can  expect  and  bring  out  in  their  State  programs, 
that  they  would  receive  a  portion  of  that  in  additional  supplemental 
appropriation  the  following  year  ? 

Mr.  Rosenthal.  Very  frankly,  I  am  not  enthusiastic  about  that.  We 
have  had  some  hearings,  oversight,  with  the  IRS,  and  when  you 
have  a  quota  system  for  IRS  agencies,  you  get  kind  of  a  vigilante  atti- 
tude developing.  It  is  not  the  kind  of  fair  investigatory  experience 
that  I  would  approve  of. 

I  myself  do  not  think  we  should  do  that.  You  open  the  door  to 
variance  in  performance  among  the  States.  You  are  suggesting  an 
incentive  program,  and  you  always  run  into  trouble  with  those  kinds 
of  things. 

I  myself  think  that,  in  view  of  the  fact  that  it  is  a  Federal  pro- 
gram and  many  of  these  abuses  cross  State  lines  and  are  interstate 
in  character,  it  would  be  cheaper  in  the  long  run  and  much  more 
efficient  if  you  did  establish  this  office  that  would  have  to  pursue  its 
responsibilities. 

This  does  not  mean  to  say  that  there  would  not  be  areas  clearly 
delineated  in  which  the  States  could  have  prior  jurisdiction  or  prior 
responsibility,  and  there  should  certainly  not  be  a  duplication. 

Mr.  Fountain.  Are  there  any  other  questions  ? 

Mr.  Thompson.  Mr.  Rosenthal,  several  years  ago  in  your  home 
State  of  New  York,  an  Office  of  Inspector  General  was  created  in  the 


16 


Department  of  Social  Services.  Recently  the  legislature  removed  a 
substantial  amount  of  authority  from  that  office.  Do  you  have  any 
idea  why  that  decision  was  made,  or  why  that  movement  was 
generated  ? 

Mr.  Rosenthal.  No  ;  I  do  not. 

Mr.  Thompson.  It  had  nothing  to  do  with  the  Office  of  Inspector 
General  exceeding  its  boundaries  ? 
Mr.  Rosenthal.  I  don't  know. 
Mr.  Thompson.  Thank  you,  Mr.  Chairman. 
Mr.  Fountain.  Are  there  any  other  questions  ? 
If  not,  we  thank  you,  Mr.  Rosenthal. 
Mr.  Rosenthal.  Thank  you,  Mr.  Chairman. 

Mr.  Fountain.  We  are  delighted  to  have  with  us  the  Under  Secre- 
tary of  HEW,  Ms.  Marjorie  Lynch;  and  also  Mr.  John  D.  Young, 
Assistant  Secretary  Comptroller;  Mr.  John  Walsh,  Director  of  the 
Office  of  Investigations ;  Mr.  Dick  Campbell,  Chief  of  the  Operations 
Branch,  Office  of  Investigations;  and  Mr.  Edward  W.  Stepnick,  Di- 
rector of  the  Audit  Agency. 

Please  take  seats  around  the  table. 

I  would  like  to  say,  on  behalf  of  members  of  the  subcommittee,  Ms. 
Lynch,  we  are  delighted  to  welcome  you  and  your  associates  before 
our  subcommittee.  I  believe  this  is  your  first  time  here. 

You  have  a  very  important,  and,  I  know,  a  very  difficult  job.  We 
hope  and  trust  and  feel  that  you  will  succeed  in  doing  it  well. 

Before  proceeding  with  your  statement,  I  would  appreciate  it  if 
you  would  introduce  for  the  record,  each  of  the  other  witnesses,  who 
are  here  to  answer  any  questions  you  may  designate  them  to  answer. 

STATEMENT    OP   MARJORIE   LYNCH,    UNDER  SECRETARY, 
DEPARTMENT  OP  HEALTH,  EDUCATION,  AND  WELFARE 

Ms.  Lynch.  Thank  you,  Mr.  Chairman.  I  would  like  to  introduce 
the  officials  who  have  accompanied  me  today:  Assistant  Secretary 
John  D.  Young,  our  Comptroller;  John  Walsh,  the  Director  of  the 
Office  of  Investigations ;  Edward  W.  Stepnick,  Director  of  our  Audit 
Agency;  Mr.  Dick  Campbell,  Chief,  Operations  Branch,  Office  of 
Investigations;  Nathan  Dick  from  Investigations;  Ed  York,  Deputy 
Commissioner  for  Management,  the  Office  of  Education;  Keith 
Weikel,  Commissioner,  Medical  Services  Administration,  Social  and 
Rehabilitation  Service;  Frank  de  George,  Associate  Commissioner, 
Office  of  Management  and  Administration,  Social  Security  Admin- 
istration ;  and  Eobert  O'Connor,  Assistant  Director,  Bureau  of  Health 
Insurance,  Office  of  Program  Review,  Social  Security  Administration. 

Mr.  Fountain.  Thank  you  very  much. 

Before  you  proceed  with  your  statement,  so  that  we  all  may  know 
more  about  you  and  your  background,  training,  and  experience,  would 
you  give  us  a  brief  synopsis  of  your  background  for  the  record  ? 

Ms.  Lynch.  Thank  you,  Mr.  Chairman. 

I  spent  10  years  in  the  Washington  State  Legislature  as  a  member 
of  the  house.  I  was  chairman  of  higher  education.  I  served  on  the 
appropriations  committee. 

Later,  I  became  the  regional  director  of  ACTION.  I  was  later  ap- 
pointed and  nominated  by  President  Nixon  to  be  the  Associate  Direc- 
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tor  for  ACTION.  I  later  became  the  Deputy  Administrator  for  the 
Bicentennial  Administration.  Now,  I  am  serving  as  Under  Secretary 
of  HEW. 

Mr.  Fountain.  How  long  have  you  been  in  your  present  position  ? 
Ms.  Lynch.  Since  November  of  last  year. 

Mr.  Fountain.  So  you  are  becoming  familiar  with  the 
difficulties  ? 

Ms.  Lynch.  Definitely. 

Mr.  Fountain.  Ms.  Lynch,  after  you  have  proceeded  with  your  state- 
ment in  whatever  way  you  care  to,  I  would  like  to  say  that,  if  you  are 
not  in  a  position  to  respond  personally  to  any  of  the  questions,  do  not 
hesitate  to  call  on  any  of  your  associates  who  are  particularly  equipped 
to  respond. 

You  may  now  proceed  with  your  statement. 

Ms.  Lynch.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  appear  before  the  Subcommittee  on 
Intergovernmental  Relations  and  Human  Resources  to  express  our 
views  on  H.R.  5302,  a  bill  "To  establish  the  Office  of  the  Inspector  Gen- 
eral in  the  Department  of  Health,  Education,  and  Welfare." 

At  the  outset,  Mr.  Chairman,  please  let  me  assure  you  that  the  De- 
partment fully  shares  the  concern  and  interest  of  the  subcommittee  in 
the  areas  of  preventing,  detecting,  and  penalizing  program  fraud  and 
abuse.  Both  the  Secretary  and  I  have  personally  involved  ourselves  to 
a  very  great  extent  in  addressing  the  problems  of  this  area.  As  a  legis- 
lator in  the  State  of  Washington,  I  served  on  the  committees  on  appro- 
priations, higher  education,  and  health  and  social  services.  During  that 
period,  I  worked  to  assure  that  all  State  programs  under  my  juris- 
diction gave  adequate  attention  to  the  problems  of  program  fraud  and 
abuse. 

One  of  the  first  things  Secretary  Mathews  and  I  did  on  arriving  at 
HEW  was  to  look  carefully  at  the  manner  in  which  the  Department 
was  organized  to  deal  with  this  important  area.  As  I  will  detail  fur- 
ther on  in  my  statement,  we  have  taken  steps,  and  we  have  made  major 
changes  which  we  believe  can  work  and  which  should  be  given  a 
reasonable  opportunity  for  trial. 

As  you  are  aware,  the  hearings  conducted  by  your  subcommittee  last 
April  did  much  to  assist  us  in  identifying  the  areas  in  need  of  addi- 
tional attention.  Since  those  hearings,  we  have  taken  several  major 
steps  directed  toward  remedying  these  problems,  actions  which  I  trust 
the  subcommittee  will  find  responsive  to  its  concerns.  Furthermore,  any 
Department  as  large,  diverse,  and  constantly  changing  as  HEW,  must 
continually  strive  to  assure  that  adequate  resources  and  approaches 
are  directed  at  the  problems  of  program  fraud  and  abuse. 

It  is  clear  that  the  subcommittee  would  like  an  opportunity  to  re- 
view the  actions  we  have  planned  and  taken  and  the  resources  we 
have  assigned  to  the  task.  We  will  continue  to  work  closely  with  you 
to  assure  that  our  approaches  are  deserving  of  the  fullest  degree  of 
public  confidence  in  the  operations  of  the  Department  of  Health,  Edu- 
cation, and  Welfare. 

While  we  recognize  the  need  to  strengthen  and  coordinate  our  in- 
vestigative and  audit  capacity,  to  clarify  regulations  and  otherwise  to 
assure  greater  integrity  in  the  use  of  program  funds,  we  believe  that 
the  proposed  bill  could  seriously  hamper  the  Secretary's  ability  to 
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manage  the  Department.  For  this  reason,  I  would  like  to  speak  of  the 
several  potential  problems  we  see  in  the  bill  if  it  were  enacted  into 
law. 

The  bill  creates  the  Office  of  an  Inspector  General  for  HEW  who 
would  be  appointed  by  the  President  with  the  advice  and  consent  of 
the  Senate.  The  Inspector  General  will  have  a  10-year  term  of  office 
and  cannot  be  removed  except  by  impeachment. 

As  a  practical  matter,  therefore,  the  Inspector  General  would  not 
be  subordinate  to  the  Secretary  of  Health,  Education,  and  Welfare, 
and  would  not  be  directly  responsible  to  the  Secretary,  or,  in  fact, 
to  anyone  in  the  executive  branch  of  Government.  This  presents  a 
situation  which,  as  far  as  we  are  aware,  has  not  previously  existed 
anywhere  in  the  Federal  service  and  about  which  we  have  the  most 
profound  concerns. 

We  certainly  agree  with  one  of  the  objectives  of  the  bill  which  is  to 
assure  the  independence  of  the  investigative  function  within  HEW, 
and  I  shall  be  discussing  the  steps  we  have  already  taken  to  make  cer- 
tain that  this  independence  is  explicitly  stated  in  written  departmen- 
tal instructions. 

However,  we  strongly  disagree  with  those  provisions  of  the  bill 
which  would  divorce  the  Secretary  from  part  of  his  basic  responsi- 
bilities for  managing  the  Department,  namely,  his  investigative 
responsibilities.  It  is  our  view  that  the  head  of  the  investigative  func- 
tion in  HEW  should  be  a  professional  civil  servant  and  should  not  be 
a  political  appointee  nor  should  the  appointment  require  congressional 
approval.  Further,  we  do  not  believe  he  should  have  a  specified  term 
of  office.  He  should  be  subject  to  the  current  rules  and  regulations  of 
the  Civil  Service,  including  removal  for  cause  on  the  basis  of  execu- 
tive action. 

We  believe  that  the  Secretary  can  exercise  his  responsibility  for 
assuring  the  integrity  of  the  Department's  program  funds  only  if  the 
instruments  for  carrying  out  this  responsibility  are  under  his  control. 
It  seems  to  us  that  the  public  and  the  Congress  would  have  cause  for 
concern  with  respect  to  the  independence  of  the  Department's  investi- 
gative function  if  the  chief  investigator  were  prevented  from 
investigating  a  matter  which  pertained  to  the  Secretary,  the  Under 
Secretary,  or  their  immediate  staffs. 

We  have  already  taken  steps  to  assure  that  neither  the  Secretary  nor 
the  Under  Secretary  can  forestall  such  an  investigation.  On  Janu- 
ary 30, 1976,  the  Secretary  issued  an  instruction  to  the  Under  Secretary 
and  the  Director,  Office  of  Investigations.  I  think  that  that  memoran- 
dum is  worth  quoting  in  full : 

The  integrity  of  investigations  conducted  by  the  Office  of  investigations  must 
be  scrupulously  safeguarded.  In  order  to  assure  this,  the  Director,  Office  of  In- 
vestigations, is  hereby  authorized  and  directed  to : 

One — Report  directly  to  the  Secretary  on  matters  relating  to  the  propriety, 
discretion  or  integrity  of  the  Under  Secretary  or  members  of  the  Under 
Secretary's  immediate  staff. 

Two — Report  directly  to  the  Under  Secretary  on  matters  relating  to  the 
propriety,  discretion  or  integrity  of  the  Secretary  and  the  Secretary's 
immediate  staff. 

Three — Report  directly  to  the  Under  Secretary  any  allegations  that  may 
arise  concerning  the  Director  of  Investigations  or  his  staff  so  that  the 
Under  Secretary  may  be  in  a  position  to  decide  whether  or  not  to  set  up  an 
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independent  source  to  investigate  these  allegations  of  propriety,  discretion 
and  integrity. 

I  believe  that  these  procedures  provide  the  proper  safeguards 
against  unwarranted  interference  by  the  Under  Secretary  or  the  Sec- 
retary in  the  operations  of  the  Director  of  the  Office  of  Investigations. 

In  addition  to  the  above  intrinsic  objection  to  the  way  in  which  the 
bill  would  achieve  independence  on  the  part  of  the  Inspector  General, 
we  have  several  specific  questions  with  respect  to  the  bill's  provisions. 

The  bill  states  that  the  Inspector  General  shall  investigate  _  each 
HEW  program  to  determine  the  extent  to  which  each  program  is  ad- 
ministered in  compliance  with  applicable  laws  and  regulations,  and  to 
recommend  correction  of  deficiencies  or  improvements  in  these 
programs. 

Does  this  mean  that  this  responsibility  is  exclusively  that  of  the 
Inspector  General?  Or  does  the  Secretary  retain  the  same  responsi- 
bility? If  so,  does  this  mean  there  will  be  two  staffs  performing  the 
same  function  ?  What  happens  if  there  is  a  disagreement  as  to  correc- 
tion of  deficiencies  or  improvements  recommended  by  one  staff  and 
opposed  by  the  other?  How  would  such  disagreements  be  resolved? 

Another  provision  of  the  bill  which  arouses  confusion  is  the  section 
which  states  that  the  Inspector  General  will  furnish  an  annual  report 
to  Congress  and  to  the  Secretary  setting  out  a  summary  of  every 
complaint  received  during  the  year  and  a  summary  of  every  investiga- 
tion conducted  during  the  year. 

Does  this  refer  to  every  complaint  which  might  involve  a  violation 
of  law?  The  Social  Security  Administration,  for  instance,  handles 
thousands  of  cases  each  year  which  relate  to  questions  of  eligibility 
of  beneficiaries  and  payments  to  providers.  Does  Congress  want  a 
separate  report  on  each  case  ?  The  number  of  reports  submitted  would 
be  staggering,  if  a  report  on  each  complaint  is  desired. 

Another  provision  of  the  bill  states  that  the  head  of  any  Federal 
agency  must,  upon  demand  from  the  Inspector  General,  furnish  any 
information  from  his  files  which  the  Inspector  General  deems  neces- 
sary. Does  this  mean  that  the  Department  of  Justice  and  the  FBI 
must  open  their  criminal  files  ?  Does  this  mean  IRS  must  furnish  any 
income  tax  returns  which  the  Inspector  General  requests  ?  Would  this 
requirement  conflict  with  the  Privacy  Act  ?  How  would  such  informa- 
tion be  safeguarded  from  improper  use  ? 

To  a  degree  these  questions  are  rhetorical  because  we  believe  that, 
rather  than  legislation,  what  Congress  should  seek  is  better  manage- 
ment of  HEW  programs  by  HEW  people,  and  this  is  what  we  are 
striving  to  achieve. 

The  authorities  proposed  in  the  Inspector  General  bill,  however, 
could  possibly  work  in  the  opposite  direction.  For  example,  in  the 
areas  of  program  evaluation,  monitoring  and  financial  management, 
there  is  considerable  potential  for  duplication  and  overlap  between 
the  functions  of  the  Inspector  General,  the  General  Accounting  Office, 
and  existing  Department  of  HEW  operating  units.  Furthermore,  the 
apparent  absence  of  accountability  of  the  proposed  Office  of  the  In- 
spector General  to  the  Secretary  would  blur  lines  of  authority  and 
promote  an  atmosphere  in  which  innovative  and  effective  management 
is  not  likely  to  thrive. 
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I  should  now  like  to  discuss  the  manner  in  which  the  Department 
has  addressed  the  need  to  improve  our  capability  for  dealing  with  the 
problems  of  program  fraud  and  abuse.  In  our  efforts  to  cope  with  the 
problems  of  fraud  and  misuse  of  funds,  the  Secretary  and  I  were 
guided  by  the  following  basic  management  concepts : 

An  independent  criminal  investigative  staff  reporting  to  the  Under 
Secretary — the  new  Office  of  Investigations — headed  by  a  career  civil 
servant. 

An  independent  audit  capability  which  reports  to  the  Secretary/ 
Under  Secretary  through  the  Assistant  Secretary,  Comptroller.  It  is 
the  clear  understanding  that  the  Director  of  the  HEW  Audit  Agency 
has  direct  access  to  the  Secretary /Under  Secretary  anytime  he  or 
she  deems  it  appropriate. 

Decentralized  and  independent  investigative  and  audit  capabilities 
paralleling  the  10  regional  offices  of  HEW.  This  concept  includes 
complete  independence  of  audit  staff  and  investigations  staff,  all  pro- 
gram officials,  and  the  regional  directors. 

Clearly  defined  direct  working  relationships  between  the  Office  of 
Investigations  and  the  HEW  Audit  Agency.  This  includes  direct  re- 
porting of  all  indications  of  fraud  by  the  HEW  Audit  Agency  to  the 
Director  of  the  Office  of  Investigations. 

Agency  heads  are  held  responsible  for  all  program  integrity  activi- 
ties except  audit  and  investigations  of  fraud. 

With  these  principles  in  mind,  on  December  10, 1975,  the  Secretary 
issued  a  Eeorganization  Order  establishing  an  independent  Office  of 
Investigations  reporting  directly  to  the  Under  Secretary  with  direct 
access  to  the  Secretary  in  cases  where  it  is  necessary. 

On  February  26,  1976,  I  delegated  to  the  Director  of  the  Office  of 
Investigations  the  authority  to  conduct  investigations  of  alleged  cases 
of  malfeasance,  fraud,  misuse  of  funds,  conflict  of  interest,  and  so  on, 
without  prior  approval  of  higher  authority.  With  your  permission, 
I  should  like  to  introduce  this  memorandum  of  delegation  into  the 
record. 

[The  memorandum  follows :] 

Department  of  Health,  Education,  and  Welfare 

OFFICE  OF  THE  SECRETARY 

Office  of  Investigations 

DELEGATION  OF  AUTHORITY 

Under  the  authority  of  Section  6  of  Reorganization  Plan  No.  1  of  1953  and 
pursuant  to  the  authority  vested  in  me  as  Secretary  of  Health,  Education,  and 
Welfare  and  in  accordance  with  the  Reorganization  Order  establishing  the  Office 
of  Investigations  (40  FR  58489,  12/17/75),  I  hereby  delegate  to  the  Director, 
Office  of  Investigations,  the  authority  to  conduct  or  authorize  others  to  conduct 
investigations  of  alleged  cases  of :  malfeasance ;  fraud ;  misuse  of  funds,  equip- 
ment, or  facilities;  violations  of  terms  or  conditions  of  funding;  and  conflicts 
of  interest  by  employees,  grantees,  contractors,  and  other  personnel  working  on 
behalf  of  the  Department.  This  authority  includes  the  authority  to  undertake 
or  authorize  others  to  undertake  such  investigations  without  the  prior  approval 
of  higher  authority. 
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This  authority  does  not  include  the  conduct  of  investigations  of  employee 
suitability,  equal  employment  opportunity,  employee  civil  rights,  tort  claims, 
and  similar  activities  which  are  under  the  functional  jurisdiction  of  other  offices. 

This  authority  may  not  be  redelegated,  and  is  effective  the  date  of  approval. 

Date :  February  26, 1976. 

Marjorie  Lynch, 

Acting  Secretary. 

Ms.  Lynch.  This  authority  was  further  described  and  communicated 
to  all  agency  heads  in  the  Department.  In  order  to  strengthen  and 
increase  the  independence  of  the  HEW  Audit  Agency,  I  also  directed 
on  February  12, 1976,  that  the  Assistant  Secretary  Comptroller  be  re- 
moved from  the  direction  of  any  audit  activities  related  to  functions 
for  which  he  has  responsibility. 

We  now  also  have  a  clearly  defined  working  relationship  between  the 
Office  of  Investigations  and  the  Audit  Agency,  established  by  my 
memorandum  of  January  15, 1976,  which  will  insure  that  the  two  units 
operate  together  quickly  and  expeditiously  in  any  instance  involving 
discovery  of  fraud  or  allegations  of  fraud.  By  memorandum  dated 
January  29, 1976,  the  Directors  of  the  Audit  Agency  and  the  Office  of 
Investigations  clarified  this  relationship  even  further  with  respect  to 
liaison  with  law  enforcement  officials  and  interchange  of  work  plan 
information. 

The  cardinal  objective  in  all  of  the  above  steps  the  Department  has 
taken  is  to  place  the  responsibility  for  directing  and  coordinating  all 
departmental  efforts  relating  to  fraud  and  program  abuse  under  my  di- 
rect and  personal  supervision.  Both  the  Director  of  the  Audit  Agency 
and  the  Director,  Office  of  Invetigations,  have  had  and  will  continue 
to  have  direct  access  to  me  without  obtaining  clearance  from  any  other 
official.  It  is  my  responsibility  to  keep  the  Secretary  informed  of  any 
serious  problems  disclosed  by  audits  and  investigations  and  of  prog- 
ress in  correcting  such  problems. 

We  have  received  congressional  authority  for  74  positions  to  staff 
our  Office  of  Investigations,  and  Mr.  John* Walsh,  the  Director,  will 
be  available  to  report  on  the  progress  of  filling  these  positions. 

Furthermore,  we  are  continuing  to  work  with  all  agencies  of  the 
Department  to  assure  that  the  Department  has  a  rational,  cohesive, 
and  effective  approach  to  the  problems  of  program  fraud  and  abuse. 
Specifically,  we  are  taking  further  steps  to  consolidate  into  the  Office 
of  Investigations  the  primary  responsibility  for  all  investigations 
involving  criminal  fraud. 

There  is  a  matter  on  which  I  would  like  to  comment.  During  our 
reorganization  of  the  Office  of  Investigations,  the  staff  of  the  Divi- 
sion of  Investigations,  Office  of  Administration  and  Management, 
Sqcial,  Security  Administration,  was  transferred  to  the  Office  of 
Investigations. 

It  is  a  fact,  however,  that  a  substantial  amount  of  investigative 
work  over  and  beyond  work  performed  by  the  personnel  transferred 
is  now  and  has  been  in  the  past  performed  by  program  personnel  of 
the  Social  Security  Administration. 

As  I  indicated  previously,  it  is  our  intent  to  have  a  departmental  sys- 
tem for  fraud  investigations  with  assignments  of  responsibility  that 
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make  for  efficient  and  effective  administration.  The  pivotal  element  in 
this  system  is  the  Office  of  Investigations,  Office  of  the  Under  Secre- 
tary, manned  by  professional  investigators  and  headed  by  a  career 
civil  servant. 

At  the  principal  operating  component  level,  that  is,  the  Social 
Security  Administration,  there  will  be  program  integrity  units  op- 
erating within  guidelines  to  be  prescribed  and  maintained  by  the 
Office  of  Investigations  which  will  relate  to  the  development  of 
suspected  fraud  cases.  When  indicated  by  the  guidelines,  actual  in- 
vestigation of  the  case  will  be  undertaken  by  the  staff  of  the  Office 
of  Investigations. 

These  guidelines  are  now  being  developed.  Some  of  the  problems 
which  must  be  resolved  are : 

(a)  When  should  cases  involving  suspected  fraud  by  an  HEW 
employee  be  referred  to  the  Office  of  Investigations  ? 

(b)  When  should  cases  involving  more  than  one  HEW  program 
be  referred  ? 

(c)  When  should  cases  involving  allegations  of  organized  crime 
involvement  be  referred  ? 

These  and  other  situations  involving  potential  fraud  must  be  covered 
by  the  guidelines  before  they  are  published. 

In  general,  all  cases  to  be  presented  to  a  U.S.  attorney  for  prosecu- 
tion will  be  reviewed  in  accordance  with  the  guidelines  by  the  Office 
of  Investigations  to  determine  the  adequacy  of  the  investigation  and 
to  insure  compliance  with  the  guidelines. 

In  conclusion,  we  believe  that  the  actions  we  have  taken  to  address 
the  problems  of  program  fraud  and  abuse  represent  a  reasonable  and 
effective  approach.  We  have  established  strong  and  independent  offices 
of  investigations  and  of  audit  and  feel  that  they  will  work  well.  How- 
ever, we  are  concerned  that  if  the  legislation  contemplated  in  H.K. 
5302  were  enacted,  not  only  would  a  serious  loss  of  momentum  result, 
but  the  likely  confusion  and  conflict  over  the  role  of  the  Inspector 
General  could  set  us  back  substantially. 

I  would,  therefore,  urge  that  the  subcommittee  not  favorably 
consider  this  legislation. 

Mr.  Chairman,  I  shall  be  happy  to  answer  any  questions  you  or 
the  members  of  the  subcommittee  may  have. 

t  Mr.  Fountain.  Thank  you  very  much,  Ms.  Lynch,  for  a  very  forth- 
right and  thought-provoking  statement  which  poses  a  lot  of  questions. 
I  can  assure  you  that,  in  any  action  the  subcommittee  takes  and  rec- 
ommends, we  would  endeavor  to  answer  those  questions  in  legislation, 
if  we  decide  that  legislation  is  necessary. 

I  do  want  to  commend  you  for  the  steps  which  you  have  already 
taken,  and  the  procedures  you  have  already  established,  which  I  feel 
sure  will  be  a  vast  improvement  over  the  situation  which  our  report 
indicates  has  existed. 

Before  getting  to  some  questions  based  on  your  statement,  I  have 
one  or  two  more  general  inquiries  I  would  like  to  make. 

As  you  may  recall,  we  had  considerable  difficulty  during  our  prior 
hearings  in  ascertaining  how  many  different  programs  HEW  admin- 
isters. I  guess  a  lot  depends  on  what  you  call  a  program.  The  first 
figure  we  were  given  was  approximately  320.  Later  that  was  reduced 
to  287.  Finally,  we  were  told  that  HEW  has  289  programs.  Then,  in 
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the  April  12,  1976,  issue  of  the  U.S.  News  and  World  Eeport,  on  page 
44,  Secretary  Mathews  is  quoted  as  saying,  "There  are  now  over  300 
different  programs  administered  by  HEW." 

I  might  add,  we  pass  programs  so  fast  in  the  Congress  that  you 
may  have  already  gotten  quite  a  few  since  that  time. 

Can  you  clarify  this  for  us  ?  Have  you  some  new  programs  which 
have  been  added?  Or  have  you  made  a  recount?  Just  what  is  the 
situation  ? 

Ms.  Lynch.  I  would  like  to  have  Mr.  Young  answer  that  for  you. 
Mr.  Fountain.  Mr.  Young  ? 

Mr.  Young.  Mr.  Chairman,  I  am  afraid  all  those  answers  may  be 
correct.  It  all  depends  on  how  you  count. 

Oftentimes  the  confusion  comes  about  because  we  count  the  pro- 
grams where  citizens  or  grantees  can  apply  for  a  program.  We  also 
have  internal  programs.  You  have  to  add  those  together.  In  terms  of 
the  Federal  catalog  of  assistance  where  citizens  or  grantees  or  uni- 
versities can  apply,  at  the  present  time  there  are  292  programs  of  that 
category — research  grants  and  contracts,  social  security  benefits,  aid 
to  families  with  dependent  children,  medicaid  and  medicare,  fall  in 
that  group. 

Then  you  have  some  programs  that  are  internal,  such  as  intermural 
programs  at  the  National  Institutes  of  Health,  which  you  are  very 
familiar  with,  or  regulatory  programs  of  the  Food  and  Drug 
Administration. 

When  you  add  all  those — we  can  submit  this  for  the  record — they  add 
to  374.  So,  when  Secretary  Mathews  says,  "*  *  *  in  excess  of  300,"  that 
is  correct.  Somebody  says,  "Around  300,"  that  is  the  292.  In  our  budget, 
there  is  another  way  of  counting.  We  have  line  items  that  number  279. 

I  hope  this  dispels  the  confusion  of  the  past. 

Mr.  Fountain.  Will  you  submit  that  for  the  record.  I  think  it  may 
be  some  good  educational  material  for  all  of  us. 
Mr.  Young.  I  certainly  will. 
[The  material  provided  follows :] 

.  Nummary  of  standard  program  counts 


Number  of  appropriations  .   51 

Number  of  line  items — budget  activities  on  "all  purpose"  table   279 

Domestic  Assistance  Catalog — identification  of  domestic  "programs,  activi- 
ties and  services  which  can  be  requested  or  applied  for"   292 


Includes : 

Research  grants  and  contracts,  formula  grants,  loans,  training  and 
student  assistance,  construction,  demonstration  grants. 

Social  Security  benefits,  AFDC,  SSI  and  other  cash  payments. 
Medicare  and  medicaid. 

Technical  assistance,  civil  rights  compliance,  surplus  property. 
Total  program  count* — domestic  assistance  catalog,  plus  : 

Intramural  programs — e.g.  NIH  in-house  research  (9),  PHS  hos- 


pitals, National  Health  Service  Corps,  health  statistics   +24 

Regulatory — food  and  drug  safety  (39)  and  CDC  laboratory  im- 
provement   +40 

International — e.g.  NIH  Fogarty  Center  (11),  CDC  tropical  dis- 
eases and  smallpox   +18 


Total   374 


♦Program  counts  do  not  include  direct  operations  activities — e.g.  grants  management, 
central  payroll,  audit  agency,  program  administration. 
Program  count  compiled  by  ASAM. 

Figures  in  parentheses  indicate  number  of  separate  activities  counted  as  pro- 
grams. 
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Mr.  Levitas.  Will  the  chairman  yield  ? 
Mr.  Fountain.  Go  ahead. 

Mr.  Levitas.  Even  facetiously,  sir,  that  does  not  dispel  my  con- 
fusion. 

I  frequently  receive  inquiries  from  constituents  who  ask  questions 
like,  "How  many  programs  does  HEW  administer?"  I  would  like  to 
be  able  to  give  them  an  answer,  but  I  do  not  find  that  is  an  answer 
I  could  give  them.  And,  I  would  hope  they  would  not  be  satisfied  with 
that. 

Mr.  Young.  To  the  best  of  my  knowledge,  Congressman,  when  a 
citizen  asks  what  programs  there  are  for  maternal  and  child  health, 
family  planning,  those  are  clearly  described  in  the  Federal  catalog. 
We  are  almost  always  able  to  answer  the  citizens'  needs  through  the 
catalog. 

Oftentimes  that  will  not  explain  intermural  programs  which  the 
citizen  does  not  have  access  to.  We  would  be  glad  to,  if  you  have  trouble 
and  will  send  the  questions  to  us,  try  to  be  very  responsive. 

Mr.  Levitas.  Thank  you,  Mr.  Chairman. 

Mr.  Fountain.  When  I  think  of  programs,  I  think  of  programs 
which  are  statutory  programs,  or  programs  which  are  put  into  effect 
pursuant  to  the  authority  of  a  statute,  rather  than  all  of  the  little 
programs  that  might  come  into  effect  at  the  State  and  local  level,  be- 
cause we  know  how  many  of  those  can  be  started  up  under  one  pro- 
gram, because  so  many  groups  and  people  can  be  eligible  to  partici- 
pate in  those  programs.  If  you  will  submit  that  for  the  record,  I  think 
it  will  be  good,  because  we  oftentimes  have  people  say,  "We  have  got 
a  problem  and  it  is  in  this  area.  Can  you  tell  us  a  program  we  might 
be  able  to  use?  Which  door  do  we  enter?" 

I  think  that  is  one  of  the  difficulties  so  many  people  are  having, 
not  with  HEW,  necessarily,  but  with  all  agencies  with  the  bigness  of 
government.  They  do  not  know  just  which  door  to  open.  That  may  be 
good.  It  may  be  bad.  I  do  not  know  that  we  would  have  enough  money 
if  everybody  found  the  door.  I  do  think,  however,  that  legitimate  in- 
quiries, and  those  that  are  eligible,  ought  to  have  a  chance  to  find  out 
what  program  would  be  applicable  to  a  situation  they  have  in  mind. 

In  early  April  1975,  the  Committee  on  Government  Operations 
asked  for  a  report  from  HEW  on  H.K.  5302.  Despite  two  letters  on  my 
part  to  Secretaries  Weinberger  and  Mathews,  asking  that  a  report  be 
expedited,  plus  at  least  a  dozen  telephone  calls  by  the  subcommittee 
staff,  the  report  was  not  furnished  to  the  subcommittee  until  March 
of  1976 — more  than  11  months  later. 

I  am  just  wondering  what  took  so  long.  Since  the  report  is  not  very 
long — only  four  pages — it  seems  unlikely  that  it  took  11  months  to 
prepare  it.  Can  you  tell  us  why  ?  Of  course,  you  have  not  been  there 
all  that  time. 

Ms.  Lynch.  All  I  can  say  is,  I  apologize  that  we  were  so  long.  It 
seems  to  be  a  problem  that  our  Department  faces,  and  one  that  both  the 
Secretary  and  I  are  particularly  concerned  about.  I  hope  that,  in  the 
next  few  months,  we  will  not  have  this  happening  again. 

I  think  you  also  realize  the  size  of  our  Department,  and  the  number 
of  requests  that  we  get  in  there.  I  was  absolutely  startled  the  other  day 
when  I  found  out  that  I  had  2,100  pieces  of  mail  go  across  my  deck 
every  month.  Just  the  very  size  of  the  Department  is  tremendous.  But 
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I  also  feel  that,  as  a  Department,  we  have  been  very  lax  in  the  waj[  we 
have  responded  to  Congress.  Both  the  Secretary  and  I  have  certainly 
let  the  Department  know  that  we  want  this  to  be  changed. 

I  am  afraid  I  cannot  give  you  a  rational  reason  for  why  it  has  taken 
that  long  to  get  it  to  you. 

[The  report  referred  to  appears  in  app.  1.] 

Mr.  Fountain.  This  next  question  is  a  spontaneous  one,  not  directly 
related  to  this  legislation,  but  I  cannot  help  but  ask  it. 

Within  the  brief  period  of  time  you  have  been  there,  have  you 
formed  an  opinion  as  to  whether  or  not  the  agency  is  too  big  to  be 
manageable  ? 

Ms.  Lynch.  I  do  not  know  that  I  have  formed  an  opinion,  Mr.  Chair- 
man, but  I  went  through  a  similar  situation  in  my  own  State  where 
I  actually  wrote  the  legislation  which  created  the  Department  of  Social 
and  Health  Services  simply  because  I  believe,  if  you  are  going  to  deal 
in  these  areas,  you  have  to  be  able  to  deal  with  a  person  as  a  whole  per- 
son. It  involves  education.  It  involves  the  welfare  of  a  person,  and 
it  involves  the  health.  I  think  there  are  probably  ways  in  which  we  can 
make  changes  there,  but  I  do  not  see  that  we  need  actual  changes  in  the 
legislation  of  the  Department. 

Mr.  Fountain.  Let  me  ask  you  this.  Was  the  furnishing  of  the  report 
delayed  in  any  way  because  of  problems  in  obtaining  clearance  from 
the  Office  of  Management  and  Budget  ? 

Ms.  Lynch.  Not  that  I  know  of,  Mr.  Chairman. 

Mr.  Fountain.  Your  statement  raises  a  number  of  objections  to 
H.K.  5302  which  were  not  mentioned  in  the  report  on  H.E.  5302  pro- 
vided by  HEW  on  March  16.  Is  there  any  particular  reason  why  they 
were  not  included  at  that  time  ? 

Ms.  Lynch.  I  think  some  of  it,  Mr.  Chairman,  has  come  about  since 
we  have  developed  the  Office  of  Investigations,  and  as  we  have  begun 
to  look  at  it.  Certainly  I  have  seen  issues,  now  that  we  have  set  up  the 
Office  of  Investigations  the  way  we  have,  and  I  believe  we  have  an- 
swered many  of  the  questions  that  were  raised  in  this  piece  of 
legislation. 

I  do  not  really  know  why  these  questions  were  not  raised  before, 
but  I  think  part  of  it,  as  I  said  earlier,  does  have  to  do  with  the  fact 
that,  as  we  developed  the  Office  of  Investigations,  we  have  seen  these 
areas  where  we  probably  would  have  difficulty. 

Mr.  Fountain.  In  reading  your  statement  last  night,  I  think  some 
of  my  specific  questions  may  have  already  been  answered.  However, 
I  think  that  asking  the  specific  questions  will  still  pinpoint  for  the 
record  and  make  it  clearer  for  the  other  members  of  the  committee  who 
will  have  a  chance  to  read  the  record. 

In  your  statement,  on  page  3,  you  express  concern  because,  under 
H.R.  5302,  the  Inspector  General  could  be  removed  only  by  impeach- 
ment. That  bothers  me,  too. 

Assuming  there  were  an  Inspector  General,  under  what  circum- 
stances do  you  think  he  or  she  should  be  subject  to  removal,  and  by 
whom? 

Ms.  Lynch.  I  think  fraud  would  be  one  of  the  first  areas  that  you 
would  certainly  want  to  have  this  opportunity,  and  also  if  a  person 
were  incompetent.  I  believe  you  raised  this  issue  yourself.  Certainly  in 
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my  experience  in  management,  you  can  hire  people  with  the  highest 
recommendations,  and  then  find  out  later  on  that  they  really  have 
not  got  the  qualifications  that  are  needed. 

I  guess  I  have  a  fundamental  disagreement  with  this  person  not 
answering  to  the  Secretary.  I  think  that,  any  time  you  are  responsible 
for  a  department,  that  you  really  should  be  held  responsible  for  every- 
one working  in  the  department.  I  think  the  Secretary  should  be 
held  responsible.  If  he  has  a  person  who  is  working  within  that  depart- 
ment who  is  not  answerable  to  him,  it  is  virtually  impossible.  There 
would  be  no  way  that  he  could  control  what  is  going  on  in  the  depart- 
ment and  no  way  that  he  could  hold  that  Inspector  General  responsible 
for  anything. 

Mr.  Fountain.  As  Under  Secretary,  you  were  appointed  by  the 
President,  I  believe,  and  confirmed  by  the  Senate,  were  you  not  ? 
Ms.  Lynch.  Yes,  Mr.  Chairman. 

Mr.  Fountain.  Are  you  subject  to  removal  by  the  Secretary? 

Ms.  Lynch.  I  would  think  very  definitely  that,  if  I  was  not  perform- 
ing, the  Secretary  would  go  to  the  President  and  advise  the  President 
that  I  was  not  capable  of  doing  my  job,  and  I  would  be  asked  to  submit 
my  resignation. 

Mr.  Fountain.  But  the  President  would  have  to  make  the  decision? 
Ms.  Lynch.  Yes,  Mr.  Chairman. 

Mr.  Fountain.  This  has,  I  assume,  in  no  way  interfered  with  your 
working  relationship  with  him  ? 
Ms.  Lynch.  No  way  at  all ;  no. 

Mr.  Fountain.  On  page  4  of  your  statement,  you  indicate  that  it  is 
your  view  that  the  head  of  the  investigative  function  of  HEW  should 
be  a  professional  civil  servant. 

Do  you  know  of  any  reason  why  provision  could  not  be  made  in  the 
law  for  the  Office  of  Investigation  to  be  headed  by  a  civil  servant  who 
would  report  to  the  Inspector  General  in  the  same  manner  in  which 
Mr.  Walsh  now  reports  to  you  ? 

Ms.  Lynch.  I  would  have  no  problem  with  that,  Mr.  Chairman. 
It  is  just  that  I,  and  the  Secretary,  too — we  have  discussed  this  very 
strongly — have  a  deep  feeling  that,  if  you  allowed  this  person  to  be  a 
political  appointee,  regardless  of  how  much  you  might  say  that  they 
are  there  for  a  10-year  span  so  that  there  could  well  be  a  period  that 
they  would  not  be  answerable  to  a  President  that  appointed  them,  there 
would  still  be  the  political  connotation  there. 

We  felt  that,  in  finding  this  person,  we  wanted  to  get  the  highest, 
most  qualified,  professional  person  we  could  find.  I  would  see  nothing 
wrong,  if  the  person  was  called  the  Inspector  General,  that  he  could 
well  be  a  civil  servant. 

Mr.  Fountain.  I  agree. 

Mr.  Thompson.  To  follow  up  on  that  point,  what  are  the  grounds 
for  removing  a  civil  servant  from  a  job  ? 

Ms.  Lynch.  You  would  have  exactly  the  same  grounds  as  for  any 
other  civil  servant,  on  a  question  of  malfeasance,  or  incompetency  on 
their  job.  I  happen  to  believe  that  it  is  possible  to  remove  civil  servants 
if  they  are  incompetent.  I  think  that,  particularly  in  an  area  like  this, 
where  you  would  be  dealing  with  a  person  who  was  very  visible,  a 
person  in  whom  you  had  to  have  a  great  deal  of  confidence,  you  would 
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be  particularly  watching.  If  they  were  incompetent,  it  would  not  take 
you  very  long  to  build  a  case  to  remove  them. 

Mr.  Thompson.  This  would  be  a  competitive  appointment  then,  and 
not  a  schedule  C  ? 

Ms.  Lynch.  Absolutely.  Not  a  schedule  C. 

Mr.  Thompson.  How  many  executive  level  civil  servants  have  been 
removed  from  their  positions  within  the  Department  of  HEW  within 
the  last  5  years  ? 

Ms.  Lynch.    I  do  not  know. 

Mr.  Thompson.  Does  anybody  know  ? 

Mr.  Young.  I  cannot  answer  that. 

Ms.  Lynch.  We  can  find  that  out  and  supply  it  for  the  record. 

I  would  assume  that  anyone  who  takes  this  job  has  got  to  be  so 
much  in  the  limelight  that,  if  they  were  incompetent,  it  would  not  be 
very  difficult  to  make  the  record  that  they  were  incompetent.  Maybe 
there  might  be  other  areas  where  that  would  be  more  difficult,  but  I 
think,  in  this  particular  area,  it  would  not  be  too  difficult  to  pick 
that  up. 

[Note. — Despite  several  additional  requests,  the  information  had  not 
been  supplied  as  of  July  2, 1976.] 

Mr.  Thompson.  Thank  you,  Mr.  Chairman. 
Mr.  Fountain.  Mr.  Naughton  ? 

Mr.  Naughton.  Ms.  Lynch,  customarily,  political  appointees  ap- 
pointed by  the  President — Secretaries,  Under  Secretaries,  Assistant 
Secretaries — are,  in  effect,  removable  at  the  discretion  of  the  President. 
He  does  not  really  have  to  give  any  reasons.  If  he  decides  he  no  longer 
wants  a  particular  individual  in  a  particular  position,  a  resignation  is 
submitted. 

Is  it  your  view  that  the  Inspector  General,  if  there  were  one,  should 
be  in  this  same  capacity,  that,  if  the  Secretary  becomes  dissatisfied  for 
any  reason  whatever,  he  should  be  able  to  ask  the  President  to  remove 
him? 

Ms.  Lynch.  No;  I  basically  do  not.  I  sincerely  believe  that  this 
person  must  be  a  professional  person,  and  must  be  treated  as  a  profes- 
sional person. 

Mr.  Naughton.  I  want  to  distinguish  here  between  the  head  of  the 
Office  of  Investigations  and  the  Inspector  General,  because  the  chair- 
man's question  contemplated,  I  think,  that  there  would  be  in  the  legis- 
lation a  head  of  the  Office  of  Investigations  who  would  be  a  career 
civil  servant  as  Mr.  Walsh  is  now,  the  only  difference  being  that  instead 
of  reporting  to  you  as  Under  Secretary  he  would  be  reporting  to  an 
Inspector  General. 

Mr.  Fountain.  Who  would  the  Inspector  General  report  to  ? 

Mr.  Naughton.  He  would  report  to  the  Secretary,  if  the  wording 
recommended  by  the  Comptroller  General  were  accepted.  In  its  present 
form  under  H.E.  5302,  there  is  some  doubt  on  that  question. 

Would  you  go  along  with  a  provision  establishing  an  Inspector  Gen- 
eral to  be  appointed  by  the  President,  confirmed  by  the  Senate,  and 
specifying  certain  grounds  comparable  to  those  for  removal  of  a  civil 
servant,  for  example,  incompetence,  certainly  any  crimes,  fraud,  dis- 
ability for  the  effective  performance  of  his  duties,  so  that,  while  being 
appointed  by  the  President  and  confirmed  by  the  Senate,  the  legislation 
would  make  it  plain  that  this  official  does  not  serve  at  the  pleasure  of 
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the  President  or  the  Secretary ;  he  serves  so  long  as  he  carries  out  the 
responsibilities  for  which  he  was  appointed,  and  is  not  incompetent 
or  does  not  fall  under  the  other  categories  which  would  permit 
removal  ? 

Ms.  Lynch.  I  guess  I  would  still  have  hesitancy.  I  would  still  prefer 
to  see  that  he  or  she  be  a  career  civil  servant.  I  suppose  it  is  just  because 
of  the  area  that  we  are  dealing  in,  that  it  is  such  a  sensitive  area  that 
we,  at  no  place,  allow  this  person,  whether  it  be  the  Inspector  General 
or  the  Director  of  the  Office  of  Investigations,  or  anyone  be  able  to 
imply  that  political  pressure  has  been  put  on  this  person  as  he  or  she 
makes  their  decisions. 

Mr.  Natjghton.  If  we  provided  specifically  that  the  Inspector  Gen- 
eral would  be  subject  to  the  Hatch  Act  and  could  not  engage  in  partisan 
politics,  and  made  it  very  plain  that  he  was  not  to  be  influenced  by 
political  pressures  but  was  to  carry  out  his  responsibilities  solely  on 
the  merits,  wouldn't  you  have  a  stronger  insulation  from  political 
pressures  than  if  you  did  not  have  that  language  ? 

Ms.  Lynch.  I  am  not  quite  sure  that  I  see  your  reason  for  doing 
that.  Maybe  I  am  being  very  naive  about  it,  but  I  cannot  see  the 
reason  for  going  that  way  rather  than  having  a  person  who  has  made 
this  his  career.  In  no  way  is  there  any  political  influence  on  this  posi- 
tion at  all. 

Mr.  Natjghton.  I  think  perhaps  you  are  talking  about  the  Office  of 
Investigations,  and  I  am  talking  about  the  Inspector  General  who 
would  also  have  audit  responsibilities  and  would  have  responsibilities 
for  reporting  to  the  Secretary  and  to  the  Congress,  which  would  be 
imposed  by  statute. 

The  purpose  of  placing  these  provisions  in  the  law  would  simply  be 
to  insure  that  this  official  cannot  be  removed  at  the  pleasure  of  the 
Secretary  and  the  President,  if  he  discloses  some  investigation  report 
that  may  displease  them,  if  he  returns  an  honest  report  that  is 
embarrassing. 

Ms.  Lynch.  I  would  hope  that  Mr.  Walsh  is  in  this  exact  position 
right  now.  I  think  maybe  you  might  like  to  ask  Mr.  Walsh  whether 
he  feels  this  total  freedom,  that  in  no  way  would  he  be  influenced  or 
be  prevented  from  giving  such  a  report. 

Mr.  Natjghton.  I  feel  very  confident  that  he  does,  but,  for  the  rec- 
ord, Mr.  Walsh,  do  you  feel  completely  independent? 

Mr.  Walsh.  That  is  true.  In  my  position,  as  it  stands  now,  I  feel 
that  I  have  more  independence  in  this  position  than  in  any  depart- 
ment that  I  have  seen  in  my  career  where  someone  has  been  in  charge 
of  investigations.  At  the  present  time,  I  report  directly  to  the  Under 
Secretary.  I  have  complete  access  to  see  her  when  I  feel  it  is  necessary. 
I  do  not  have  to  get  clearance  from  anyone  inside  the  department,  or 
outside,  to  initiate  an  investigation.  I  do  not  have  to  get  clearance  to 
disseminate  reports.  We  send  reports  directly  to  the  U.S.  attorneys  in 
the  field  and  at  the  headquarters  level. 

I  feel  it  is  as  independent  as  it  can  be.  I  feel  that,  if  an  Inspector 
General  were  interposed  between  me  and  the  Under  Secretary,  that 
would  dilute  the  independence  that  I  now  have. 

Mr.  Natjghton.  I  think  all  of  us  recognize  and  commend  the  inde- 
pendence that  has  been  granted  to  you  and  to  your  office  through  the 
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efforts,  I  think,  of  the  committee  in  making  recommendations,  and 
also  through  the  Under  Secretary  and  the  Secretary  in  establishing 
these  procedures.  I  am  sure  they  have  no  intention  of  backing  off  from 
those  procedures. 

But,  if  they  should  decide  to  change  this,  or  if  there  should  be  a  new 
Secretary  at  some  future  time — and  there  will — or  a  new  Under  Sec- 
retary, is  there  anything  in  the  law  at  present — or  the  regulations — 
that  would  prevent  some  new  Secretary  from  totally  revoking  the  in- 
dependence that  has  been  granted  to  you  ? 

Mr.  Walsh.  The  ouly  thing  I  can  see  would  be  the  will  of  the  public 
in  this  matter,  but  I  believe  also  that,  if  you  had  an  Inspector  General, 
the  Inspector  General  could  still  make  requirements  that  the  Office  of 
Investigations  must  clear  with  him  any  investigation  to  be  started, 
any  distribution  of  reports,  any  discussions  with  U.S.  attorneys.  You 
could  have  that  situation  as  well,  if  you  had  an  Inspector  General. 

The  Inspector  General,  then,  would  be,  in  effect,  the  Director  of 
Investigations. 

Mr.  Naughton.  Do  you  feel  that,  if  legislation  is  enacted  for  an 
Office  of  Inspector  General,  including  the  Office  of  Investigations  and 
the  Audit  Agency,  that  it  should  contain  a  provision  which,  in  effect, 
would  guarantee  by  statute  the  type  of  independence  that  you  now 
have  ? 

Mr.  Walsh.  I  am  not  sure  that  you  can  guarantee  that  type  of  in- 
dependence. I  think  that  the  independence  of  action  comes  from  your 
association  with  people.  At  the  present  time,  I  feel  quite  comfortable 
in  this  relationship. 

I  think  that,  if  a  bill  were  passed  establishing  an  Inspector  Gen- 
eral, depending  upon  the  person  who  was  the  Inspector  General,  the 
relationship  might  be  equally  as  good.  It  might  not,  too.  There  are 
some  things  that  are  difficult  to  legislate. 

Mr.  Naughton.  If  we  went  too  far  in  creating  an  independent  Office 
of  Investigations  within  the  Office  of  Inspector  General,  we  might 
run  into  the  same  kinds  of  arguments  that  Ms.  Lynch  is  presenting 
against  the  Inspector  General  in  the  first  place. 

Ms.  Lynch.  Mr.  Chairman,  may  I  just  make  a  comment  on  what 
would  happen  if  the  new  Secretary /Under  Secretary  wanted  to 
change  the  rules  and  regulations. 

I  think  your  own  committee  would  be  one  of  the  first  ones  that 
would  raise  the  issue,  and  it  would  not  take  more  than  10  or  15  minutes, 
I  am  quite  sure,  that,  if  any  Secretary  decided  to  change  that,  the 
information  would  be  out.  I  am  quite  sure  that  the  kind  of  oversight 
that  your  committee  has,  the  general  public,  would  make  it  very  dif- 
ficult for  a  Secretary  now  to  say  that  "I  am  going  to  control  the  Office 
of  Investigations."  I  think  we  have  made  that  change.  We  have  estab- 
lished it  in  the  Department.  I  think  it  would  be  very  unwise  of  any 
Secretary  who  wanted  to  do  that. 

Mr.  Naughton.  Your  confidence  is  quite  gratifying,  but,  while  we 
would  like  to  think  otherwise,  I  would  have  to  comment  that  unfortu- 
nately all  of  us  may  not  be  around  here  forever,  either. 

Ms.  Lynch.  I  am  sure  there  will  be  somebody  else,  though. 

Mr.  Fountain.  I  might  add  that,  after  going  through  the  experience 
of  trying  to  mark  up  the  revenue  sharing  bill,  I  was  not  sure  that 
this  committee  will. 
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Mr.  Levitas.  Mr.  Chairman? 
Mr.  Fountain.  Mr.  Levitas? 

Mr.  Levitas.  Ms.  Lynch,  thank  you  for  your  very  helpful  testimony 
on  this  subject.  It  is  one  in  which  I  have  been  very  interested  and, 
following  the  oversight  hearings  and  the  report,  it  is  one  that  I  was 
looking  forward  to  getting  back  on  to  see  where  we  are  going  from 
here. 

I  would  like  to  make  one  or  two  general  comments,  and  then  ask  you 
and  Mr.  Walsh  and  the  others  some  specific  questions. 

No  doubt  any  person  who  cares  about  what  they  are  doing  and  comes 
to  a  new  and  important  job,  comes  to  it  with  new  ideas  and  high 
hopes.  The  halls  of  the  office  buildings  in  Washington  are  strewn  with 
people  who  came  with  new  ideas  and  high  hopes,  and  found  them- 
selves outlasted  and  ground  down  by  bureaucratic  inertia.  It  is  like 
trying  to  order  coffee  from  a  French  waiter  before  dinner  is  over. 
They  keep  saying  "Yes,"  but  still  you  wait  until  dinner  is  over  before 
you  get  your  coffee. 

As  I  read  the  points  you  make  in  your  statement,  I,  with  regret, 
say  that  I  still  sense  this.  A  person  who  comes  with  good  ideas  wants 
to  do  a  good  job,  wants  to  clean  up  the  mess,  or  whatever.  Yet  you 
are  facing  the  enormous  inertial  forces  that  will  be  working  against 
you. 

One  or  two  specific  questions,  and  then  you  can  comment  on  those 
observations  at  an  appropriate  time. 

I  am  concerned,  as  I  read  your  testimony  and  hold  it  against  the 
findings  of  our  subcommittee,  that  the  problem  of  fraud  and  program 
abuse  is  so  enormous,  so  far  reaching,  and  involves  so  many  individ- 
uals, so  many  businesses,  so  many  programs,  that  the  response  which 
has  been  made  by  the  Secretary  and  yourself  doesn't  even  come  close. 

On  page  12  of  your  testimony,  you  comment  that  you  have  re- 
ceived congressional  authority  for  74  positions  to  staff  your  Office  of 
Investigations.  How  many  positions  did  HEW  request  for  staffing 
that  office  ? 

Mr.  Young.  Which  year,  sir? 

Mr.  Levitas.  It  says  you  received  congressional  authority  for  74 
positions.  How  many  did  you  request  ? 

Mr.  Young.  In  1976,  we  requested  12,  and  were  granted  12.  Then, 
in  a  1976  supplemental,  by  the  initiation  of  the  Congress,  both  in  the 
House  and  in  the  Senate,  we  were  given  an  additional  30  which  the 
Office  of  Management  and  Budget  approved.  It  is  quite  often,  if  you 
get  a  supplemental,  you  do  not  get  approval  from  the  Office  of  Man- 
agement and  Budget  because  it  is  contrary  to  the  President's  budget. 

So,  12  and  30  is  the  answer. 

Mr.  Levitas.  That  is  the  point  I  wanted  to  make. 

Here  we  are  talking  about  $118  billion.  We  are  talking  about  one 
program  alone  that  has  10  million  beneficiaries.  We  are  talking  about 
approximately  300 — give  or  take  20 — programs  that  are  being  admin- 
istered. Yet,  the  Department  of  HEW  requested  only  12  investigators 
for  this  Office  of  Investigations,  and  it  took  the  initiative  of  the  Con- 
gress to  add  additional  personnel — still,  I  think,  far  inadequate. 

When  I  asked  Mr.  Eosenthal,  "How  many  people  do  you  think  it 
would  take  to  do  this  job?"  he  quite  accurately,  I  think,  said,  "Per- 
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haps  thousands."  Yet  we  are  talking  about  74,  and  saying  this  might 
do  the  job.  I  think  we  are  just  taking  another  aspirin  instead  of  get- 
ting down  to  really  dealing  with  the  problem. 
Would  you  care  to  comment  % 

Mr.  Young.  In  order  to  clarify  the  record,  when  Under  Secretary 
Frank  Carlucci  took  over  as  Under  Secretary  in  1974 — 1973,  he  at- 
tempted to  set  up  the  Offi.ce  of  Investigations.  There  was  confusion  be- 
tween the  administration  and  the  Congress  as  to  what  the  purpose  of 
that  Office  was. 

There  were  some  allegations  on  the  part  of  certain  people  in  the 
Congress  that  the  office  was  being  misused,  and,  one  way  to  discredit 
an  investigative  staff,  is  to  have  allegations  of  that  nature  made  about 
it.  It  took  2  years  to  clarify  that  record. 

I  think,  as  far  as  the  two  Appropriations  Committees  go  and  their 
staffs,  they  are  clear,  and  we  are  clear  on  what  the  Office  of  Investiga- 
tions should  do,  and  that  the  fact  is  that  74  positions — the  total  au- 
thorized now — will  not  be  adequate  to  do  this  job.  We  have  informed 
both  the  Appropriations  Committees  of  this  fact,  and  the  Office  of 
Management  and  Budget.  Seventy-four  will  not  do  the  job. 

Ms.  Lynch.  Mr.  Congressman,  may  I  make  a  comment  on  this?  I 
think  it  would  have  been  very  remiss  on  our  part,  in  starting  this  new 
office,  if  we  had  asked  for  even  150  to  start  out  with.  It  takes  us  a  long 
time,  as  you  well  know,  to  get  people  into  the  Federal  service.  It  was 
our  decision  that  we  would  start  out  at  this  number  and  get  the  office 
well  established  before  we  really  went  ahead  and  asked  for  additional 
positions. 

We  have  made  no  secret  of  the  fact  that  we  will  be  coming  back  and 
asking  for  additional  people.  I  think  you  are  absolutely  right,  that 
there  is  no  way  we  could  do  it  on  the  number  that  we  have. 

Mr.  Levitas.  I  think  what  I  will  be  looking  for  is  to  see  if  Secretary 
Mathews  and  yourself  are  really  serious  about  reducing  what  I  esti- 
mate to  be  between  $3  and  $5  billion  of  loss  through  program  mis- 
management, abuse,  and  fraud,  by  the  number  of  people  that  you  want 
to  staff  to  give  them  the  opportunity  to  do  something — not  just  go 
through  the  motions  and  pretend  they  are  doing  something. 

I  think  it  is  going  to  be  interesting  to  see  what  happens. 

I  am  not  sure  it  is  a  question  of  political  independence  of  the  investi- 
gative office.  If  oversight  committees  do  their  jobs,  I  think  we  can 
hold  investigators  accountable.  I  am  not  sure  it  makes  much  difference, 
one  way  or  the  other. 

What  really  makes  a  difference  is  just  how  much  the  Secretary  and 
Under  Secretary  hold  their  people  accountable,  and  have  the  means 
to  do  something  about  it. 

For  example,  if  I  remember  the  figure  correctly,  with  10  staff  inves- 
tigators in  the  United  States  during  the  last  year  that  I  got  the 
information,  there  were  approximately  100  cases  under  investigation 
by  OIS  that  resulted  in  about  $20  million  of  fraud  or  program  abuse. 
With  10.  Just  that  fact  alone  indicates  to  me  that  there  are  literally 
thousands  more  cases  out  there,  if  there  were  adequate  staff  and  real 
determination  on  the  part  of  the  Secretary  to  do  something  about  it. 
For  that  reason,  I  would  hope  that,  rather  than  waiting  until  we  see 
the  appropriation,  or  the  request,  you  could  supplement  your  testi- 
mony today  by  giving  this  subcommittee  some  idea  of  how  you  intend 
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to  go  from  the  pitiful  number  of  74  to  deal  with  this  vast  problem,  to 
where  you  think  it  has  to  be. 

Another  question  I  would  like  to  ask  specifically,  perhaps  to  you  or 
Mr.  Walsh,  is  this.  What  role  do  you  see  HEW  playing  in  the  investi- 
gation of  fraud  out  in  the  various  localities  around  the  country — 
direct  investigation  similar  to  that  being  conducted  by  State  agencies — 
and  what  do  you  see  the  relationship  between  the  State  investigatory 
role  and  the  Federal  investigatory  role  to  be  ? 

Ms.  Lynch.  Mr.  Congressman,  I  would  like  to,  in  a  moment,  ask 
Mr.  Keith  Weikel,  who  is  with  our  social  and  rehabilitation  program 
to  talk  a  little  about  what  we  are  doing  on  medicaid,  because  your 
concern  that  you  have  expressed  as  to  whether  the  Secretary  and  I 
are  really  committed  to  this  prompts  this  explanation.  You  might  be 
interested  to  know  that,  about  2  months  ago,  both  the  Secretary  and 
myself  decided  that  we  wanted  to  pay  particular  attention  to  what 
was  going  on  in  medicaid.  We  asked  for  the  States  where  we  felt  there 
was  the  largest  percentage  of,  maybe,  fraud  and  abuse. 

We  then  talked  to  the  Governors  of  Massachusetts  and  Ohio,  and 
have  established  a  major  thrust  in  those  two  States  at  the  moment.  I 
think  this  goes  to  the  question  that  you  are  asking — whether  or  not 
we  are  going  to  get  out  into  the  States.  There  is  no  question  but  that 
we  have  to.  Both  Governors  were  very  supportive  and  very  anxious 
to  have  us  help  them. 

We  are  now  into  the  State  of  Massachusetts,  and  we  will  be  going 
into  Ohio  shortly. 

I  think  there  is  a  very  serious  commitment  on  the  part  of  the  Depart- 
ment to  maybe  want  to  get  more  deeply  involved  in  this. 

Philosophically,  I  think  there  is  a  much  deeper  question  that  the 
people  of  this  country  need  to  ask,  as  well  as  the  Government.  It  is  a 
question  that  is  facing  all  of  us  today.  There  is  much  more  fraud  and 
abuse  going  on  at  a  very  low  level,  in  areas  where  we  never  expected 
people  to  be  involved — professional  people  that,  normally,  10  or  15 
years  ago,  one  would  have  never  expected  to  be,  involved.  I  think  it  is 
not  only  a  question  that  the  Government  must  face,  but  one  that,  as  a 
Nation,  we  must  start  talking  about. 

If  yon  would  permit  me,  I  would  like  to  have  Mr.  Weikel  discuss  for 
a  few  moments  what  we  are  doing  in  the  medicaid  program. 

Mr.  Levitas.  I  would  like  to  ask  if  that  could  be  deferred  until  I 
finish  this  particular  line  with  you  and  Mr.  Walsh. 

In  talking  to  State  and  local  officials,  and  asking  them  what  they 
are  doing  about  program  abuse  and  fraud,  I  am  frequently  confronted 
with  this  response : 

We  have  very  limited  resources  from  our  State  legislature,  from  our  local 
property  tax  base.  We  have  got  our  hands  full  processing  the  applicants  for 
these  programs,  certifying  their  eligibility.  We  just  do  not  have  the  people.  We 
do  not  have  the  money.  We  do  not  have  the  time  to  engage  in  investigation  of 
program  abuse  or  fraud.  We  know  it  is  there.  But  we  just  cannot  take,  out  of 
100  people  that  we  might  have  at  the  State  human  resources  department, 
50  percent  of  them  to  check  on  fraud  when  we  need  all  100  of  them  to  be  certify- 
ing and  delivering  the  program  benefits. 

What  do  you  recommend — or  have  you  given  any  thought  to — a 
means  by  which  the  States  could  be  assisted  in  some  fashion  in  beefing 
up  their  own  investigatory  approaches?  I  have  indicated  one  earlier 
today  which  Mr.  Rosenthal  didn't  seem  to  like  very  much.  I  am  not 
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suggesting  a  quota  system.  I  am  suggesting  that,  if  we  know  or  can 
estimate  a  certain  amount  of  fraud  or  program  abuse  that  exists  which 
is  costing  as-number  of  dollars,  it  then  becomes  worthwhile  for  the 
State  or  local  governments  to  devote  resources  to  that,  if  they  know 
that  a  portion  of  this  will  be  returned  to  them  for  staffing  the  investi- 
gatory agency  that  would  detect  the  fraud. 

In  other  words,  if  they  know  that  they  can  discover  $50  million  in 
potential  fraud  or  program  abuse,  and  that  it  will  cost  them  $10  mil- 
lion to  staff  it  up,  and  if  they  got  $25  million  back  from  that  bench- 
mark, you  have  now  given  them  an  economic  incentive  and  ability 
to  do  something  about  it. 

How  do  you  feel  about  that,  Ms.  Lynch  ? 

Ms.  Lynch.  Mr.  Congressman,  I  think  when  Mr.  Weikel  gives  his 
answers  in  a  few  moments,  he  will  cover  this. 

But  there  is  another  question  that  I  would — or  another  part  that  I 
would  like  to  speak  to  you  about,  and  that  is  almost  the  chicken  and  the 
egg  question.  When  you  get  to  the  point  that  our  regulations  become 
so  difficult  for  people — and  I  am  particularly  thinking  of  the  welfare 
programs  in  most  of  the  States — we  have  people  who  are  the  intake 
persons.  Many  times  our  regulations  have  been  so  difficult  to  under- 
stand, that  I  am  convinced  that  there  are  areas  where  people  are  getting 
involved  in  abuse  simply  because  they  do  not  understand  our 
regulations. 

The  Secretary  decided  here  about  3  months  ago  that  one  of  the 
things  we  were  going  to  do  in  the  Department  was  to  take  a  look  at  our 
regulations,  and,  in  certain  instances,  rewrite  them.  We  are  now  work- 
ing with  Governors,  State  legislators,  mayors,  county  commissioners, 
in  lookinrr  at  many  of  our  regulations.  I  am  quite  sure  that  every  one 
of  you  who  has  been  in  a  welfare  office  and  seen  that  intake  worker 
with  three  or  four  books  sitting  beside  him  full  of  our  regulations,  and 
State  regulations,  nnd  then  try  to  imagine  what  they  have  to  do  as  they 
begin  to  put  those  regulations  to  the  person  they  are  interviewing.  I 
am  convinced  in  my  own  mind  that  many  times  that  is  where  problems 
start. 

T  think  it  is  a  two-pronged  deal.  We  have  to  look  at  the  regulation 
and  try  to  improve  that,  as  well  as  working  with  the  States  and  helping 
them  with  this  whole  areo  of  fraud  and  abuse. 

Mr.  Levitas.  I  think  that  is  quite  true.  Sometimes  I  wonder  how  it 
works  at  all  when  you  have  that  manv  pases  of  regulations,  and  you 
are  asking  some  local  family  or  children's  service  worker  to  certify 
an  illiterate  person  to  °et  on' a  program,  benefit.  You  would  need  to  be 
an  engineer  to  understand  it — or  a  Philadelphia  lawyer. 

You  are  trying:  to  take  into  the  svstem  people  with  whom  it  really 
doesn't  work.  Part  of  the  problem,  T  think,  is  frequently  created  by  a 
lack  of  understanding  and  sensitivity  by  the  people  in  your  Depart- 
ment who  are  writing  those  regulations. 

Let  me  give  vou  an  illustration. 

Last  June  27,  or  thereabouts,  some  regulations  were  proposed  by 
HEW  to  title  20.  I  think  in  the  280  series,  which  called  for  a  3-month 
recertification  of  social  service  recipients— day-care  center  programs 
would  be  one  of  them.  < 

I  have  recently  seen  some  information  which  indicated  to  me  that, 
taking  the  historic  data  of  available  fraud  in  those  particular  pro- 
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grams — just  in  the  city  of  New  York — the  benefit,  the  percentage  of 
people  who  would  generally  be  caught  by  that  recertification,  who  were 
on  the  program  but  shouldn't  be,  would  produce  somewhere  in  the 
neighborhood  of  $30,000  to  $60,000  in  lost  funds  that  would  be 
recovered. 

m  An  analysis  of  the  additional  staff,  the  additional  reports,  the  addi- 
tional time  devoted  to  get  that  $30,000,  and  those  people  who  were 
defrauding  the  program  would  have  cost  somewhere  in  the  neighbor- 
hood of  $4  million  to  $8  million.  Somebody  never  sat  down  and  figured 
out  what  it  is  going  to  cost  and  what  you  are  going  to  get  back.  I  think 
that  is  part  of  the  problem. 

Mr.  Walsh,  let  me  ask  you  this  question,  and  then  I  would  like  to 
hear  from  this  other  gentleman. 

In  our  oversight  report,  on  page  9,  one  of  the  things  that  concerned 
many  of  us  was  the  fact  that  OIS  could  not  initiate  any  investigation 
without  the  specific  approval  of  the  Secretary  or  the  Under  Secretary. 
Is  that  still  the  case  ? 

Mr.  Walsh.  No,  sir,  that  is  not  true  now. 

Mr.  Le vitas.  When  was  that  change  made  ? 

Mr.  Walsh.  That  was  in  effect  when  I  came  on  board.  I  have  been 
on  board  since  April  19. 1  have  complete  authority  to  initiate  investiga- 
tions within  our  own  office. 

I  believe  there  was  a  delegation  of  authority  from  the  Under  Secre- 
tary on  February  26  of  this  year.  As  a  matter  of  fact,  I  have  a  copy  of 
it  here. 

Mr.  Fountain.  How  long  had  the  requirement  that  they  had  to 
report  to  the  Secretarv  before  they  would  start  any  action  been  in 
effect? 

Mr.  Walsh.  How  long  had  it  been  in  effect  before  1976  ? 
Mr.  Fountain.  Yes. 

Mr.  Walsh.  I  believe  the  Office  of  Investigations  was  initiated  in 
1973,  so  it  had  been  in  roughly  3  years  since  the  beginning  of  the 
program. 

Mr.  Fountain.  So  prior  to  1973,  you  had  no  Office  of  Investigations  ? 
Mr.  Walsh.  That  is  right. 

Mr.  Fountain.  You  were  depending  completely  on  the  States.  Is 
that  right? 

Mr.  Walsh.  I  believe  there  was  one  investigator  on  board  before 
that  time  who  reported  to  the  Audit  Bureau,  I  believe.  I  am  not  ex- 
actly sure  how  investigations  were  conducted  in  those  days. 

Mr.  Levitas.  One  last  question  along  that  line. 

The  report  also  points  out— which  I  also  understand  has  been 
changed — that  OIS  charter  does  not  provide  for  guaranteed  access  to 
the  Secretary  or  Under  Secretary.  The  testimony  today  is  that  that 
has  been  changed. 

Mr.  Walsh.  Yes,  sir. 

Mr.  Levitas.  The  next  statement  is,  "Most  other  fraud  and  abuse 
units  report  to  program  officials  usually  at  a  relatively  low  level."  What 
does  that  mean  ? 

Mr.  Walsh.  Sir,  I  am  not  sure  what  that  does  mean. ; 

Mr.  Levitas.  Are  there  other  fraud  and  abuse  units  ? 

Mr.  Walsh.  In  Ms.  Lynch's  testimony,  she  mentioned  that  there 
were  investigators  performing  investigations  of  fraud  within  the  So- 
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cial  Security  Administration.  We  are  making  arrangements  to  clarify 
the  relationship  between  those  investigators  and  my  office.  Possibly 
that  is  the  origin  of  that  statement. 

There  are  no  other  investigative  functions  of  any  significance  that 
are  known  to  me  at  this  time  within  the  Department. 

Mr.  Levitas.  Thank  you  for  that.  I  would  like  to  go  into  that 
further. 

Ms.  Lynch,  just  let  me  say  this.  I  commend  you  on  your  commit- 
ment, your  dedication,  and  your  high  hopes.  There  have  been  Secre- 
taries and  Under  Secretaries  too  numerous  to  recall  before  you,  most 
of  whom  were  honest,  decent,  dedicated  people  who  wanted  to  see  all 
good  things  happen.  I  hope  you  have  better  results  than  they  have  had. 

I  must  say  that  I  am  not  sanguine.  That  is  in  no  way  intended  to 
denigrate  your  commitment.  It  is  the  fact  that  you  are  up  against 
something  that  is  so  tremendous  in  scope  that,  when  people  tell  me 
they  request  12  investigators,  and  get  74  imposed  upon  them,  I  just 
despair. 

Thank  you,  Mr.  Chairman. 

Mr.  Fountain.  Thank  you,  Mr.  Levitas. 

Before  we  hear  from  Mr.  Weikel,  inasmuch  as  Ms.  Lynch  will  not 
be  able  to  be  with  us  on  Thursday  

Ms.  Lynch.  I  apologize  about  that,  Mr.  Chairman. 

Mr.  Fountain.  We  will  go  ahead  with  our  questions  for  you.  I 
believe  Mr.  Naught  on  has  some  at  this  time. 

Mr.  Naughton.  Just  to  follow  up  on  the  question  of  the  staff  of  the 
Office  of  Investigations,  how  long  have  you  had  authority  for  74 
positions  ? 

Mr.  Walsh.  We  have  had  authority  for  74  positions  since  December 
of  1975. 

Mr.  Naughton.  How  many  of  the  74  positions  are  presently  filled 
by  persons  who  are  actually  out  working  on  investigations  at  the 
present  time? 

Mr.  Walsh.  We  have  on  board  4  professional  investigators  at  head- 
quarters, including  myself,  and  23  in  the  field.  That  makes  a  total  of 
27  professional  investigators  on  board  right  now.  We  have  8  support 
people.  That  gives  us  a  grand  total  of  35  people  in  the  office  at  the 
present  time. 

Mr.  Naughton.  How  many  of  those  27  investigators  were  trans- 
ferred from  the  Social  Security  Administration? 

Mr.  Walsh.  I  believe  the  number  was  12. 

Mr.  Naughton.  Do  you  subtract  the  12  from  the  27,  then? 

Mr.  Walsh.  Twelve  from  27  would  be  15. 

Mr.  Naughton.  What  I  woulld  like  to  compare  is  this. 

A  year  ago,  when  we  started  our  hearings,  we  found  you  had  only 
10  investigators  in  the  central  investigations  unit.  Without  counting 
the  personnel  that  were  transferred  from  the  SSA  investigations  unit, 
how  many  investigators  have  you  actually  added  to  those  10  who  are 
presently  aboard  and  working? 

Mr.  Walsh.  We  have  added  two  that  have  come  on  board  since 
I  have  been  in  the  shop  in  the  last  month.  We  have  offers  pending  to 
three ;  these  are  people  who  are  not  on  board  yet.  We  have  advertised 
for  an  additional  26  investigators,  and  we  have  received  somewhere 
between  700  and  800  applications  which  are  being  processed  by  the 
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personnel  department  and  the  Civil  Service  Commission  to  develop  a 
highly  qualified  list. 

We  expect  to  make  decisions  on  those  this  month. 

Mr.  Naughton.  As  compared  with  the  10  you  had  a  year  ago  in  the 
central  office,  what  is  the  total  number  of  investigators  that  you  now 
have,  not  counting  the  SSA  transfers? 

Mr.  Walsh.  We  have,  say,  in  the  field,  23  which  includes  the  12 
which  came  from  Social  Security  which  were  added  to  our  budget  in 
December.  We  have  added,  probably,  about  two. 

Mr.  Naughton.  Do  you  mean  you  have  added  only  2  investigators 
to  the  10  you  had  in  the  year  since  our  last  hearing  % 

Mr.  Walsh.  The  advertisements  were  made  the  beginning  of  Febru- 
ary. As  you  know,  to  add  investigators,  you  have  to  process  the  adver- 
tisements through  the  Civil  Service  Commission.  They  have  to  be 
opened  and  announced.  After  the  announcement  is  closed,  then  the 
applications  are  submitted  and  are  processed  to  determine  whether 
they  are  eligible.  After  the  eligibility  is  determined,  then  they  are 
processed  by  a  panel  to  determine  whether  or  not  the  most  highly 
qualified  are  made  available.  Then  a  selection  is  made. 

Mr.  Naughton.  Mr.  Walsh,  I  realize  that  you  have  been  there  only 
a  month  or  so,  and  I  know  that  you  have  been  working  hard  to  fill 
these  vacancies,  but,  since  the  authority  became  available  in  December, 
why  was  not  action  taken  to  fill  at  least  some  of  these  prior  to  this 
time  ? 

Mr.  Walsh.  I  cannot  respond  to  that. 

Ms.  Lynch.  Mr.  Naughton,  may  I  answer  that  ? 

I  will  take  full  responsibility  on  that.  I  made  a  decision  that  I  did 
not  want  to  hire  the  investigators  until  we  had  hired  the  head  of 
Office  of  Investigations.  I  felt  that  it  was  very  important  that  the  man 
who  was  going  to  head  that  office  should  have  the  opportunity  to 
help  choose  the  people  who  were  going  to  work  with  him,  and  to 
really  give  me  the  kind  of  expertise  that  I  needed  in  making  that 
decision. 

I  can  understand  your  frustration  about  it,  but  it  was  a  calculated 
decision  on  my  part. 

Mr.  Naughton.  How  does  the  backlog  of  uninvestigated  cases  at 
the  present  time  compare  with  the  backlog,  say,  6  months  ago,  when 
I  think  we  figured  it  was  about  10  years  ? 

Mr.  Walsh.  The  data  I  have  as  to  the  caseload  at  the  present  time 
in  the  Office  of  Investigations  is  that  we  have  269  pending  cases. 

The  estimated  man-days  to  complete  those  269  cases  are  24,600, 
which  would  give  us  an  estimated  121  man-years  of  effort.  That  would 
be  for  25  or  26  investigators,  so  I  cannot  make  the  comparison.  You 
have  the  figures  that  you  referred  to  before. 

Mr.  Naughton.  Do  you  have  some  cases  that  you  have  not  written 
up  yet? 

Mr.  Walsh.  Yes.  I  would  say  that  I  have  visited  some  of  the  offices, 
and  they  have  information  available  to  the  office  on  which  a  case  could 
be  opened.  They  have  not  been  opened  now  because  there  are  not  suffi- 
cient people  in  the  office  to  investigate  them. 

Mr.  Naughton.  In  other  words,  you  really  do  not  know  what  the 
potential  backlog  is  because  you  do  not  have  enough  people  now  to 
even  open  them  ? 
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Mr.  Walsh.  I  would  like  to  add  something  to  what  Ms.  Lynch  said. 
When  I  came  on  board,  I  felt  that  the  most  important  thing  that  I 
should  do  was  to  select  men  to  head  the  ten  regional  offices. 

When  I  came  on  board,  we  only  had,  I  believe,  six  of  those  offices 
manned.  So,  the  first  thing  I  wanted  to  do  was  to  select  the  man  who 
would  be  the  investigator  in  charge  for  that  region.  I  think  that  is 
the  most  important  job.  I  wanted  to  get  him  selected  and  be  on  board 
before  we  made  the  other  staffing  for  those  field  offices. 

That  may  be  one  of  the  reasons  why  there  was  some  delay  in  the 
actual  selection  of  investigators.  I  felt  that  priority  required  that  we 
should  hire  the  investigators  in  charge  first. 

When  we  get  that  man  in  each  of  the  10  regional  offices,  I  am  going 
to  insist  that  he  contact  all  the  sources  for  cases — medicaid,  as  well  as 
others — and  that  these  cases  be  opened. 

In  addition  to  that,  I  am  going  to  make  a  detailed  review  of  each 
one  of  the  cases  that  we  now  have  opened,  which  I  have  not  done  yet, 
to  determine  whether  or  not  some  of  these  cases  can  be  closed,  or 
whether  this  estimated  figure  as  to  how  much  work  it  is  going  to  take 
to  complete  is  a  good  one.  I  know  there  is  a  lot  of  judgment  in  that, 
but  we  might  refine  it  somewhat. 

I  think  that,  once  we  get  people  on  board  and  that  these  people 
have  established  contact  with  the  sources  from  which  cases  can  come 
to  us,  then  we  will  be  able  to  determine  more  accurately  what  our 
real  backlog  is.  I  am  sure  it  is  going  to  be  greater  than  this,  but  how 
much  greater  I  cannot  say.  When  we  have  the  people  on  board,  and 
when  we  examine  what  our  workload  really  is  and  what  it  really  looks 
like,  then  we  will  be  in  a  better  position  to  say  whether  we  need  50, 
or  100,  or  more  investigators.  I  think  that  is  going  to  come  about  by 
the  end  of  this  year. 

Mr.  Nattghton.  Mr.  Walsh,  at  the  present  time,  do  you  feel  that 
you  are  able  to  fill  the  remaining  vacancies  as  fast  as  it  is  humanly 
possible  to  do  so,  or  are  there  some  outside  factors  that  will  slow  you 
down  no  matter  how  hard  you  work  ? 

Mr.  Walsh.  No,  sir.  The  only  factor  that  I  think  is  slowing  us 
down  is  the  necessity  to  go  through  all  the  channels  of  the  civil  serv- 
ice requirements.  That  is  tedious.  As  you  know,  I  used  to  work  on  the 
Hill,  and  it  is  much  more  detailed  than  the  arrangements  we  made  for 
personnel  when  I  was  on  a  committee  as  you  are. 

Mr.  Nattghton.  Do  you  feel  that  the  Civil  Service  Commission 
has  been  giving  expedited  attention  to  your  needs  ? 

Mr.  Walsh.  Yes,  sir.  I  believe  we  have  had  no  complaints  on  them. 

Mr.  Nattghton.  Would  you  have  any  recommendations  for  adminis- 
trative changes  that  might  be  made,  or  perhaps  a  change  in  the  law 
that  appears  necessary  ? 

Mr.  Walsh.  No,  sir.  I  might  say  that  I  have  been  exposed  to  this 
for  only  about  a  month.  I  am  in  no  position  to  make  any  recommenda- 
tions. I  would  like  to  hurry  it  up,  but  you  have  to  play  by  the  rules. 
^  Mr.  Stepnick.  It  may  be  of  interest  to  you,  Mr.  Naught  on,  in  con- 
sidering the  resources  in  the  Office  of  Investigations,  that  during  this 
buildup  period  the  Audit  Agency  has  been  helping  them  with  their 
special  requests  for  responses.  As  of  yesterday  morning,  we  had  14 
people  on  loan  in  connection  with  investigations  to  the  Office  of  In- 
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vestigations.  We  are  doing  that  portion  of  the  work  for  which  we  are 
qualified. 

In  addition,  there  were  54  audits  in  process  that  had  investigative 
aspects  in  the  sense  that  we  had  consulted  with  the  Office  of  Investi- 
gations in  connection  with  the  work,  or  there  were  suspect  areas  at 
the  time  that  the  audits  were  started.  There  is  a  total  of  74  auditors 
who  are  working  on  those  54  audits. 

I  thought  this  might  help  you. 

Mr.  Naughton.  Has  any  exploration  been  made  of  the  possibility 
of  assigning  on  a  temporary  basis  personnel  from  other  units  of  the 
Department,  such  as  program  integrity  units,  who,  although  not  fully 
trained  investigators — though  some  of  them  may  be — might  be  of 
assistance  to  you  in  your  investigations  ? 

Mr.  Walsh.  We  do  that  now  on  an  unofficial  basis. 

I  know  we  had  cases  in  New  York  and  in  other  areas  where  we  will 
have  one  investigator  and  he  borrows  people  from  a  number  of  pro- 
gram offices.  In  some  cases,  he  has  borrowed  people  from  programs 
that  are  not  even  directly  concerned.  So,  we  are  doing  that  where  we 
can,  where  there  is  work  that  can  be  done  and  can  be  done  under  the 
supervision  of  a  trained  investigator.  We  do  do  that,  and  we  will  con- 
tinue to  do  that. 

Mr.  Naughton.  Has  the  Department  requested  any  funds  to  date 
for  additional  investigators  for  fiscal  year  1977  ? 
Mr.  Walsh.  The  answer  to  1977  is  no. 

Mr.  Naughton.  Mr.  Young,  it  is  my  understanding  that  HEW 
asked  for  only  12  additional  investigators  last  year,  and  that,  in  your 
testimony  on  May  9,  1975,  before  the  Senate  Appropriations  Subcom- 
mittee, you  presented  a  prepared  statement  indicating  the  12  positions 
being  requested  would,  "permit  timely  investigation  of  allegations  of 
program  fraud."  In  view  of  the  heavy  backlog  of  cases  which  existed 
at  that  time,  and  still  exists,  what  was  the  basis  on  which  you  indicated 
that  only  12  positions  were  needed  for  "timely  investigations"  ? 

Mr.  Young.  I  do  not  recall,  but  whatever  I  said,  appears,  in  histori- 
cal terms,  to  be  inadequate  and  inaccurate. 

Mr.  Fountain.  I  believe  you  said  earlier  that,  now  that  you  have  a 
better  understanding  of  what  the  appropriate  legislative  committee 
had  in  mind,  you  concluded  that  74  would  not  be  adequate. 

Do  you  have  an  opinion  as  to  how  many  would  be  adequate  ? 

Mr.  Young.  Do  I  have  an  opinion  of  how  many  would  be  needed  ? 

Mr.  Fountain.  Yes. 

Mr.  Young.  No,  for  the  simple  reason,  as  Mr.  Naughton  and  Mr. 
Walsh  pointed  out,  that  there  have  not  been  an  adequate  number  of 
people  aboard  to  really  understand  the  nature  and  mix  of  this  work- 
load. That  is  no  criticism  of  the  past  or  anything  else. 

There  was  an  unfortunate  historical  misunderstanding  that  got  this 
thing  off  to  a  very  slow  start. 

Mr.  Naughton.  Why  didn't  HEW  officials  take  more  vigorous  steps 
to  inform  Members  of  Congress  of  the  serious  shortage  of  investiga- 
tors before  this  was  brought  about  in  our  hearings  ? 

Ms.  Lynch.  I  would  be  unable  to  answer  that,  I  am  afraid. 

Mr.  Young.  I  still  think  that  goes  back  to  that  unfortunate  piece  of 
history  which  I  think  you  are  quite  familiar  with. 
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Mr.  Fountain.  I  will  need  to  refresh  my  recollection  on  this  unfor- 
tunate piece  of  history. 

Mr.  Young.  When  Under  Secretary  Frank  Carlucci  took  over  as 
Under  Secretary,  he  felt  the  need  for  an  Office  of  Investigations  very 
similar,  by  the  way,  to  what  the  committee  has  recommended.  What 
he  wanted  to  do,  as  I  recall,  was  to  start  out  with  about  30  posi- 
sitions,  20  of  which  he  was  transferring  from  the  Office  of  Economic 
Opportunity. 

It  was  during  that  period  that  some  concerns  were  raised  on  the 
part  of  Members  of  Congress  as  to  what  the  purpose  of  this  office  was. 
I  think  there  were  also  concerns  on  the  part  of  the  union  leadership 
as  to  whether  this  was  to  be,  to  put  it  in  Watergate  terms,  another 
bunch  of  plumbers. 

Once  you  color  a  situation  with  that  kind  of  phenomenon,  then  you 
are  in  trouble  with  your  staff  on  the  Hill,  you  are  in  trouble  with  your 
committee  chairmen,  and  so  forth.  You  get  a  lot  of  innuendo,  and  so 
on.  That  is  the  unfortunate  history  that  faces  this. 

Then,  we  got  turned  down  a  couple  of  times  because  of  this  unfor- 
tunate history.  Then  we  got  very  chary,  to  be  frank,  about  how  many 
we  should  go.  Always,  in  my  mind,  and  in  Secretary  Carlucci's  mind, 
this  was  not  adequate,  but  we  first  had  to  clean  up  this  misunderstand- 
ing before  we  could  move  forward.  To  the  best  of  my  knowledge,  that 
is  the  case. 

Mr.  Fountain.  While  we  are  on  that,  I  wonder  if  you  would  tell  the 
subcommittee,  for  the  record,  what  is  the  responsibility  of  each  State 
pursuant  to  the  law  and  regulations  in  connection  with  investigations 
of  fraud  and  so  forth. 

Ms.  Lynch.  I  would  like  Mr.  Weikel  to  speak  to  this  question,  Mr. 
Chairman. 

Mr.  Fountain.  Mr.  Weikel? 

Mr.  Weikel.  In  the  case  of  the  medicaid  program,  we  clearly  be- 
lieve that  the  State  has  a  first-line  responsibility,  and  our  regulations 
specify  the  actions  that  the  States  are  required  to  undertake.  They 
should  have  a  fraud  and  abuse  unit.  They  should  have  procedures 
established  for  referring  cases  for  prosecution.  They  have  to  provide 
information  to  us. 

It  is  a  fact  that  one  of  the  reasons  we  have  asked,  beginning  in  the 
1976  budget  request,  for  additional  personnel  of  108  positions  for 
medicaid  exclusively  in  the  fraud  and  abuse  area  was  that  there  was 
not  adequate  attention  on  the  part  of  the  States.  Many  of  the  States 
have  not  set  up  active  investigative  units.  Our  regulations  have  not 
been  adequately  monitored. 

Of  the  staff  that  we  have  now  gotten  in  the  1976  appropriation,  we 
have  given  some  of  those  to  the  regional  offices — £5  of  them,  specifi- 
cally to  make  sure  that  the  States  do  have  active  fraud  investigative 
units. 

In  the  case  of  medicaid,  they  take  the  first-line  responsibility  for 
identifying  cases  of  potential  abuse  and  fraud,  and  then  for  the  devel- 
opment of  those  cases  for  prosecution,  either  criminal  prosecution  or 
for  civil  recovery. 

Beyond  that,  however,  we  do  not  think  it  is  enough  for  us  just  to 
sit  back,  since  we  are  spending  now  in  the  present  budget  request  $9 
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billion  in  Federal  funds.  So  what  we  are  proposing  to  do  with  the  addi- 
tional 70  staff  that  are  to  be  devoted  in  the  central  office  for  fraud  and 
abuse  and  medicaid,  is  to  take  those  individuals  and  use  approxi- 
mately 50  of  them  to  concentrate  their  investigative  activities — not 
criminal  investigative,  but  program  investigative — to  determine 
whether  or  not  the  States  have  adequate  systems  for  detecting  fraud 
and  preventing  it,  and  whether  or  not  they  are  actually  following 
through  with  potential  cases  of  fraud  to  develop  those  cases  and 
prosecute  them. 

We  are  taking  those  3  teams  of  18  program  investigators  and 
we  are  sending  those,  during  the  next  12-month  period,  to  5  of  the 
States  that  account  for  the  largest  majority  of  medicaid  dollars.  Our 
plan  is,  during  the  next  2-year  period,  to  concentrate  those  investiga- 
tors in  the  top  10  States  which  account  for  approximately  two-thirds 
of  all  our  medicaid  expenditures. 

This  team  will  go  into  each  of  the  States — and  we  are  in  Massa- 
chusetts right  now;  we  will  be  going  into  Ohio  later  in  the  summer. 
These  will  be  teams  ranging  anywhere  from  20  to  as  many  as  45  people 
in  each  State,  who  will  work  in  that  State  for  anywhere  from  2  to  4 
months  in  a  very  intensive  way  examining  claims  submitted  by  physi- 
cians, pharmacists,  technical  laboratories,  and  nursing  homes. 

The  reason  we  are  concentrating  in  those  provider  groups  is  that  is 
where  we  think  there  is  the  highest  potential  for  fraud  and  abuse. 
That  is  a  part  of  the  program  that  we  can  reasonably  digest  in  this 
first  effort. 

Mr.  Burton.  Mr.  Chairman  ? 

Mr.  Fountain.  Mr.  Burton  ? 

Mr.  Burton.  Thank  you.  Mr.  Chairman. 

I  was  in  California  where  we  had  a  Governor  who  was  very  high  on 
welfare  fraud.  None  of  the  attention — or  very  little  of  it — was  focused 
on  the  providers.  It  was  down  to  individual  recipients  and  things  of 
that  nature.  I  am  just  wondering  how  long — or  it  is  something  new — 
you  have  decided  to  focus  in  on  the  people  smart  enough  to  figure  out 
what  the  regulations  are?  It  is  really  a  greater,  if  not  more  intensive 
dollar  rip-off.  It  just  dawned  on  me  now  that,  with  all  the  talk  of  wel- 
fare fraud  and  all  that  we  did  in  that  State,  that  none  of  it  was  ever 
directed  to  the  providers.  It  was  all  directed  to  the  recipients  and  the 
social  workers. 

Mr.  Weikel.  That  is  correct.  Most  of  the  effort  in  those  States  that 
have  active  programs  in  the  past  have  been  directed  toward  the 
recinient  side. 

We  frankly  do  not  see  the  tremendous  dollar  value  in  fraud  and 
abuse  on  the  recipient  side.  We  are  not  saying  that  there  is  not  fraud 
n^d  obuse  on  the  recipient  side.  On  the  other  hand,  in  the  social  and 
rehabilitative  services  agency,  we  do  have  a  quality  control  program 
which  is  directed  at  determining  whether  the  recipients  are  ineligible 
or  not.  That  is  really  where  most  of  the  fraud  comes  about  in  the 
recipient  side. 

However^  verv  little  attention  has  been  devoted,  until  this  recent 
initiative,  directly  at  provider  fraud  where  we  think  there  are  much 
larger  dollars  involved.  We  believe  that  this  is  where  we  can  efficiently 
utilize  our  resources. 
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This  is  where  we  are  encouraging  States  as  well.  We  are  not  saying, 
do  not  look  at  recipients,  but  we  are  saying  to  them,  "You  must 
look  at  the  provider  side,  and  you  must  design  a  program  that  will 
really  begin  to  prevent  and  detect  fraud  and  abuse." 

Mr.  Burton.  How  do  you  encourage  them  to  do  that  ? 

Mr.  Weikel.  How  do  we  encourage  them  ? 

There  were  a  number  of  questions  before  in  terms  of  the  States 
inability  to  come  up  with  dollars.  In  the  basic  medicaid  program, 
for  any  staff  that  they  want  to  devote  to  this  task,  we  will  provide 
50  percent  of  the  dollars. 

Mr.  Burton.  And  you  will  split  whatever  you  get  back  ? 

Mr.  Weikel.  Based  on  whatever  the  State  percentage  is.  That  would 
vary  anywhere  from  50  to  83  percent  which  the  State  would  keep. 

In  addition,  one  of  the  key  elements  of  our  initiative  is  not  just 
to  try  to  get  fraud  after  it  has  happened,  but  to  begin  to  do  some 
front-end  management  to  prevent  it  from  happening.  That  involves, 
for  one  part,  having  an  adequate  information  system,  a  claims  pay- 
ment system,  that  identifies  whether  a  provider  is  prescribing  too 
many  drugs,  whether  a  recipient  is  getting  too  many  drugs  in  the  same 
therapeutic  class,  whether  the  recipient  is  getting  too  many  eye- 
glasses in  a  month.  That  may  not  be  recipient  fraud.  It  could  well 
be  provider  fraud,  when  the  recipient  is  getting  too  many  eyeglasses. 

As  an  example,  we  found  one  case  where  a  provider  simply  xeroxed 
the  recipient  eligibility  card  and  passed  it  around  to  different  clinics 
in  which  he  had  a  part  of  the  action.  In  that  case,  what  appeared  to 
be  recipient  abuse  of  services  was  really  provider  fraud. 

You  can  only  determine  that  if  you  routinely  have  patient  and  pro- 
vider profiles.  By  that,  I  mean,  having  a  list  of  every  service  that 
an  individual  recipient  receives  under  the  program,  and  having  a 
list  of  every  service  that  an  individual  provider  prescribes  under  the 
program. 

Then  in  your  claims  payment  system,  you  have  certain  parameters 
that  you  run  those  claims  against.  If  it  goes  beyond  the  norms,  it 
is  kicked  out  for  review.  That  allows  you  to  prevent  an  abusive  sit- 
uation from  developing,  because  the  scenario  we  see  in  terms  of  fraud 
is,  you  first  have  what  is  really  described  and,  I  think,  agreed  upon 
by  people  both  at  the  Federal  and  State  level,  poor  management.  A 
provider,  as  an  example,  does  not  get  paid  rapidly.  He  says,  well,  I 
haven't  gotten  paid  on  this;  I  am  going  to  submit  another  claim 
for  that.  Very  innocently.  Lo  and  behold,  he  finds  in  2  months  he 
gets  two  checks.  He  does  that  half  a  dozen  or  more  times  quite  in- 
nocently, and  then,  perhaps,  has  some  financial  difficulty  or  finds  that 
he  has  created  a  money  machine  out  there,  and  he  just  begins  to  do 
it.  So,  it  was  poor  management  that  allowed  that  to  take  place,  leading 
to  abuse  sort  of  in  an  accidental  way.  But  then  leading  to  clear  out- 
right fraud  where  there  was  a  clear  criminal  intent  to  defraud  the 
program. 

That  is  a  scenario  we  see,  so  we  need  to  start  the  process  on  tighter 
management.  That  is  what  we  are  doing  through  the  medicaid  man- 
agement information  system,  as  one  component,  which  requires,  as  a 
part  of  that,  that  the  State  have  patient  profiles  and  provider  profiles, 
and  run  them  routinely. 
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In  participating  in  that  program,  we  provide  the  States  75  percent 
Federal  dollars  to  participate  in  it  for  the  operation  of  the  system,  and 
90  percent  Federal  dollars  to  develop  that  system. 

I  think  the  progress,  candidly,  has  been  much  too  slow.  One  part  of 
this  initiative  in  the  fraud  and  abuse  area  is  to  speed  up  the  imple- 
mentation of  that  medicaid  management  information  system  which, 
in  simple  terms,  I  guess,  is  a  claims  processing  and  management 
system. 

As  an  example,  right  now  we  have  nine  States  that  have  that  system 
implemented  and  certified.  We  have  another  nine  that  are  in  the 
process  of  implementing  it  and  should  be  in  a  position  to  be  certified 
during  the  next  year. 

Mr.  Btjrton.  Thank  you,  Mr.  Chairman. 

Mr.  Levitas.  Mr.  Chairman,  I  would  like  to  inquire  how  many 
criminal  prosecutions  Mr.  Weikel's  section  has  undertaken  in  pro- 
vider fraud,  in  this  last  year  ? 

Mr.  Weikel.  Well,  first  of  all,  the  staff — I  think,  when  I  testified 
last  spring  here — we  had  allocated  11  positions  to  this  effort.  We  now 
have  the  108,  so  we  have  approximately  120  positions  in  the  fraud  and 
abuse  area,  of  which  roughly  at  this  time  28  are  filled.  Approximately 
10  of  those  have  been  filled  in  the  last  week. 

So,  we  have  had  very  minimal  staff  available  for  investigations.  We 
estimate  that,  within  the  next  2%  months,  we  will  have  75  of  those 
positions  filled. 

The  answer  is  that  we  have  engaged  in  individual  cases,  not  using 
the  fraud  and  abuse  staff,  but  using  other  program  staff.  As  one  ex- 
ample, one  case  in  New  York  was  allocated  10  staff  people  for  about 
15  months — or  closer  to  18  months  now.  They  have  been  working  on 
one  case  full  time,  that  involves  potentially  $2  to  $5  million  Federal 
funds. 

Mr.  Levitas.  How  much  ? 

Mr.  Weikel.  $2  million  to  $5  million. 

Mr.  Levitas.  My  question  was,  how  many  criminal  cases  on  provider 
fraud  has  your  section  participated  in  during  the  last  year?  The 
reason  I  ask  that  question  is  this.  Most  people  pay  their  income  taxes 
because  they  are  law-abiding  citizens  and  that  is  why  they  make  out 
their  returns  and  file  them  and  p  ay  their  taxes. 

There  is  another  group  of  people  who  pay  their  taxes  because  they 
have  the  idea  that  if  they  do  not,  or  if  they  cheat,  they  are  going  to 
be  prosecuted.  And,  indeed,  many  people  are  prosecuted  and  they  go 
to  jail. 

Perhaps  some  good  stiff  prosecution  and  prison  sentences  might  en- 
courage a  reduction  in  provider  fraud  in  order  to  stimulate  more 
voluntary  compliance. 

As  a  followup  to  that,  I  would  like  to  know  at  what  point  and  to 
what  extent  do  you  receive  cooperation  from  the  Justice  Department  in 
handling  these  provider  fraud  cases,  in  terms  of  criminal  prosecution  ? 

Mr.  Weikel.  In  terms  of  the  reports  which  we  have  received  from 
the  States — so  the  figures  I  am  giving  you  include  investigations  at 
the  State  level — through  the  first  6  months  of  this  fiscal  year,  we  had 
complete  investigations  begun  on  2,400  cases.  We  have  referred  110  to 
law  enforcement  agencies,  1,252  have  been  dismissed  without  referral 
to  law  enforcement  agencies. 
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We  have  had,  so  far  this  year,  39  convictions  of  providers.  These  are 
all  providers  I  am  talking  about.  And  we  have  had  a  total  of  226 
providers  who  have  either  been  suspended  or  convicted  during  the 
first  6  months  of  this  year  under  the  medicaid  program,  per  se. 

Mr.  Levitas.  Presumably  some  of  those  have  gone  to  jail  ? 

Mr.  Weikel.  Yes,  sir. 

Ms.  Lynch.  Mr.  Chairman,  may  I  make  just  one  comment? 

When  I  leave  here  this  morning,  I  am  going  back  to  meet  with  75 
people  who  represent  providers  across  this  country.  One  of  the  reasons 
we  are  having  this  meeting  is  to  discuss  with  them  ways  in  which  they, 
as  providers,  can  begin  to  look  to  their  own  professional  groups  as  to 
how  we  can  tighten  this  up. 

I  think  I  would  be  very  remiss  if  I  left  here  this  morning  without 
making  it  very  clear  that  the  percentage  of  providers,  professional 
people,  who  are  involved  in  fraud  is  very,  very  small.  I  think  that,  too 
often,  we  dump  everybody  into  the  same  pot  and  say  that  everybody 
is  involved.  This  would  be  very  unfair.  We  have  had  excellent  coop- 
eration on  the  part  of  providers  who  say,  "Yes,  we  would  like  to  help 
clean  up  our  own  areas."  So  that  is  what  we  are  doing  this  afternoon- 
meeting  with  them. 

Mr.  Weikel.  One  addition  to  that.  It  is  interesting,  and,  I  think, 
represents  quite  a  change  in  the  organized  provider  community,  that 
a  number  of  major  organizations  have  now  agreed,  if  we  provide  them 
with  the  information  on  indictments  and  conventions  and  sentences 
to  publish  this  in  their  journals  and  in  their  newsletters.  That  rep- 
resents a  dramatic  change  in  attitude  on  the  part  of  some  of  the  major 
organizations. 

Mr.  Fountain  I  do  not  like  to  cut  anybody  off,  but,  inasmuch  as 
Ms.  Lynch  will  not  be  with  us  on  Thursday,  I  would  like  to  complete 
the  record  with  respect  to  a  few  questions.  We  will  get  back  into  some 
of  this  discussion  on  Thursday. 

Ms.  Lynch,  in  our  report,  we  recommend  that  the  Secretary  place 
overall  responsibility  for  coordination  and  leadership  of  auditing  and 
investigative  activities  in  the  single  individual  reporting  directly  to 
the  Secretary. 

In  your  statement  on  page  12,  you  indicate  that  the  cardinal  objec- 
tive of  steps  the  Department  has  taken  to  reorganize  some  of  its 
activities  is  ".  .  .  to  place  the  responsibility  for  directing  and  coordi- 
nating all  departmental  efforts  relating  to  fraud  and  program  abuse 
under  my  direct  and  personal  supervision." 

Does  this  mean  that  you,  personally,  have  the  responsibility  for 
coordination  and  leadership  of  auditing  and  investigative  activities? 

Ms.  Lynch.  The  Director  of  the  Office  of  Investigations  does  report 
directly  to  me.  As  I  explained  earlier,  the  actual  direction  of  the 
office  is  strictly  in  the  hands  of  the  Director,  but  he  reports  to  me  for 
day-to-day  supervision,  if  it  is  necessary.  If  he  wants  to  discuss  any- 
thing with  me,  he  could  come  to  me  directly  and  I,  in  turn,  would  report 
to  the  Secretary. 

Mr.  Fountain.  What  are  the  limits  of  your  responsibility  ? 

Ms.  Lynch.  What  would  be  the  limits  ? 

I  would  see  it  no  different  from  any  other  supervision  that  I  have 
of  major  programs,  or  any  other  major  agency  at  the  senior  level. 


44 


Mr.  Fountain.  Would  you  say  that  your  position  really,  at  this 
point,  is  almost  that  which  we  are  considering  assigning  to  an  Inspec- 
tor General  ? 

Ms.  Lynch.  Yes.  I  would  say  so,  very  definitely. 

Mr.  Fountain.  You  mentioned  some  2,100  items  crossing  your  desk. 
Of  course,  it  is  impossible  for  you  personally  to  handle  that  sort  of 
thing,  and  we  have  some  of  the  same  problems  right  here  in  our  own 
offices  in  Capitol  Hill,  although  not  to  that  extent,  I  am  sure. 

How  do  you  handle  a  situation  like  that  ? 

Ms.  Lynch.  Do  you  mean  with  the  Office  of  Investigations  ? 

Mr.  Fountain.  Yes. 

Ms.  Lynch.  Again,  I  think  it  is  the  sensitivity  to  what  we  are  deal- 
ing with.  There  is  no  time  that  Mr.  Walsh  would  walk  into  my  office  or 
demand  to  see  me,  even  if  I  am  in  the  field,  that  I  would  not  make  the 
effort  to  sit  down  and  personally  talk  to  him.  I  think  I  am  sufficiently 
sensitive  to  the  issues,  and  I  know  that  he  has  had  the  direction.  He 
would  not  be  asking  for  an  interview  with  me  unless  there  is  something 
of  a  serious  enough  nature  that  he  needs  to  discuss  it  with  me.  I  would 
be  particularly  sensitive  to  taking  the  time  to  do  this. 

Mr.  Fountain.  How  large  a  staff  do  you  have  working  directly  with 
you? 

Ms.  Lynch.  I  have  eight  people  on  my  immediate  staff. 

Mr.  Fountain.  Do  they  assist  you  directly  in  directing  and  coordi- 
nating fraud  and  program  abuse  activities  ? 

Ms.  Lynch.  No,  Mr.  Chairman.  That  is  strictly  my  responsibilit}^. 

Mr.  Fountain.  Do  they  assist  you  in  going  through  what  you  gave 
as  an  example,  some  2,100  items  that  cross  your  desk  every  month? 

Ms.  Lynch.  On  program  issues,  yes.  Very  definitely. 

However,  as  I  say,  I  have  this  particular  sensitivity  to  this  area.  I 
have  one  person  on  my  staff  who  assists  Mr.  Walsh  in  the  areas  of 
personnel.  If  there  are  any  personnel  questions  that  he  needs  help 
on,  Mr.  Butler  will  help  him  on  that.  But  as  far  as  actual  issues  of 
investigations  or  anything  like  that,  I  personally  deal  with  that  myself. 

Mr.  Fountain.  Your  staff  does  not  work  full-time,  or  even  part-time, 
on  fraud  and  abuse  matters  ? 

Ms.  Lynch.  No,  sir. 

Mr.  Fountain.  What  are  the  major  duties  and  responsibilities  of 
the  Under  Secretary  ?  Would  you  provide  a  listing  for  the  record — you 
do  not  have  to  do  that  now — so  that  we  might  have  that  ? 

Ms.  Lynch.  I  would  be  happy  to  do  that,  Mr.  Chairman. 

[The  following  statement  was  subsequently  provided :] 

As  Under  Secretary,  I  serve  as  Acting  Secretary  in  the  absence  of  the  Secretary 
and  perform  on  behalf  of  the  Secretary  such  functions  and  duties  as  the  Secre- 
tary may  designate;  serve  as  the  general  manager  of  the  Department ;  coordinate 
regional  and  field  activities;  coordinate  Federal-State  relations  and  overall 
responsibility  for  the  Office  of  Investigations. 

I  am  primarily  responsible  and  involved  in  the  day-to-day  management  of  the 
programs.  I  hold  all  the  policy  council  meetings.  I  am  particularly  involved  in 
regulation  reform,  as  well. 

Mr.  Fountain.  In  addition  to  your  work  in  the  fraud  and  abuse 
area,  has  the  Secretary  given  you  any  other  significant  special  assign- 
ments ?  If  so,  would  you  describe  them  ? 
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Ms.  Lynch.  I  have  the  general  responsibility  of  an  Under  Secre- 
tary. I  am  primarily  responsible  and  involved  in  the  day-to-day  man- 
agement of  the  programs.  I  hold  all  the  policy  council  meetings,  and 
this  type  of  thing.  I  am  particularly  involved  in  regulation  reform, 
as  well. 

Mr.  Fountain.  Do  you  feel  that  the  direction  and  the  coordination 
of  fraud  and  abuse  efforts  can  be  effectively  carried  out  on  a  part-time 
basis  ? 

Ms.  Lynch.  In  what  way  do  you  mean  part-time,  and  on  whose  part, 
Mr.  Chairman  ? 

Mr.  Fountain.  I  mean,  you  have  other  responsibilities  in  addition 
to  checking  on  fraud  and  abuse. 

Ms.  Lynch.  I  feel  comfortable  enough  that  the  way  in  which  we 
have  set  the  office  up  with  a  Director  who  thoroughly  understands  his 
job,  he  is  well  qualified  to  do  this,  and  I  do  not  see  my  responsibilities 
in  terms  of  part-time.  I  see  it  as,  when  it  is  necessary  for  oversight  on 
my  part,  there  is  adequate  time  for  me  to  do  that. 

Mr.  Fountain.  What  responsibilities,  if  any,  do  you  have  for  pro- 
gram operations  ? 

Ms.  Lynch.  I  have  no  program  responsibilities. 

Mr.  Fountain.  Are  you  frequently  called  upon — or  have  you  been — 
to  testify  at  or  attend  meetings  concerning  policy  matters,  and,  if  so, 
how  much  time  would  you  say  that  you  spend  in  that  capacity  ? 

Ms.  Lynch.  I  attend  policy  meetings  all  the  time. 

If  you  want  to  know  exactly  how  many  meetings,  I  would  have  to 
submit  that.  It  is  hard  to  tell — every  day. 

Mr.  Fountain.  Time-wise  ? 

Ms.  Lynch.  Every  day  there  are  issues  that  come  up  in  the  Depart- 
ment that  have  to  be  resolved,  and  the  Under  Secretary's  office  pri- 
marily is  the  place  where  the  program  heads  come  together  and  we 
make  the  decisions  to  forward  on  to  the  Secretary — the 
recommendations. 

Mr.  Fountain.  Mr.  Naughton  ? 

Mr.  Naughton.  Ms.  Lynch,  as  Under  Secretary,  don't  you  share 
with  the  Secretary  the  overall  responsibility  for  program  operations  ? 

Ms.  Lynch.  Yes,  but  not  in  a  direct  sense.  When  you  talk  about, 
was  I  involved  with  programs?  Having  been  involved  in  programs 
before,  I  think  of  it  in  a  slightly  different  context.  I  have  the  same 
responsibility  that  he  does  for  the  oversight  of  the  programs,  but  I 
am  not  directly  involved  in  the  direction  of  programs. 

Mr.  Fountain.  I  wonder  if  you  could  estimate  the  approximate 
percentage  of  your  time  spent  on  HEW  business,  or  speaking  engage- 
ments outside  of  Washington  ? 

Ms.  Lynch.  I  can  furnish  that  for  you.  I  have  direct  responsibility 
for  the  10  regional  offices,  as  well.  I  quite  frankly  feel  that  those  10 
regional  offices  are  important,  so  I  at  least,  probably  once  a  month, 
visit  our  regional  offices.  But  I  will  furnish  to  you  my  schedule,  if  you 
would  like  to  see  it. 

[The  following  information  was  subsequently  provided :] 
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TRAVEL  BY  UNDER  SECRETARY  MARJORIE  LYNCH,  JANUARY  1  TO  JUNE  14,  1976 
Date  Place  Purpose 

Jan.  4,  to  Jan.  7, 1976  San  Francisco  and  Long  Beach,  Site  visits,  speech  at  Cypress  College,  bicentennial 

Calif.  awards  banquet. 

Jan.  21,  to  Jan.  22,  1976   Pittsburgh,   Pa.,  Steubenville  Speech  before  the  chamber  of  commerce  dinner, 

and  Wintersville,  Ohio.  site  vist  to  a  nursing  home. 

Jan.  24,  to  Jan.  29, 1976  San  Salvador,  El  Salvador  VII  regular  meeting  of  Inter-American  Council  for 

Education,  Science  and  Culture. 

Feb.  6,  to  Feb.  8,  1976.  ._  Miami  and  Key  West,  Fla  Speech  before  the  National  Coalition  of  Spanish 

Speaking  Mental  Health  Organizations  and  speech 
during  the  transfer  of  property  by  HEW  to  Florida 
Aqueduct  Authority. 

Feb.  9, 1976  Nashua,  N.H  Speech  before  the  Nashua  Rotary  Club  and  site 

visit  to  a  nursing  home. 

Feb.  12,  to  Feb.  16,  1976   Palm  Springs,  Calif.,  Anchorage,  California  trip  was  a  speech  before  the  American 

Alaska.  Health  Care  Association,  Alaska  trip— oersonal. 

Feb.  20,  to  Feb.  23, 1976  Boston,  Mass  Meeting  with  the  regional  office  staff. 

Mar.  3,  to  Mar.  4, 1976   New  York,  N.Y   Franklin  and  Jefferson  presentation. 

Mar.  18,  to  Mar.  20, 1976   Phoenix,  Ariz  Regional  directors  meeting  and  site  visit  to  Social 

Security  Administration. 

Mar.  24,  to  Mar.  25, 1976  Albuquerque,  N.  Mex  Speech  before  the  New  Mexico  Federation  for  the 

Council  for  Exceptional  Children  and  site  visits. 

Mar.  28, 1976   Minneapolis,  Minn   Hospital  complex  dedication. 

Mar.  29,  to  Mar.  30, 1976  Milwaukee,  Wis   Site  visits  to  the  Milwaukee  Area  Technical  Institute 

and  day  care  centers. 

Apr.  2, 1976   New  York,  N.Y   Site  visit  to  the  human  resources  center. 

Apr.  3, 1976  do._   Speech  before  the  New  York  Republican  Heritage 

Group. 

Apr.  5,  to  Apr.  6, 1976  Pittsburgh,  Pa   Speech  before  the  Call  for  ACTION  annual  con- 
ference and  site  visit  to  the  American  Indian 
Center  Guidance  Clinic. 

Apr.  7,  to  Apr.  8, 1976   Philadelphia,  Pa  Speech  before  the  region  III  awards  ceremony  and 

site  visit  to  children's  hospital. 

Apr.  12,  to  Apr.  14,  1976  Denver,  Colo.;  Salt  Lake  City,  Met  with  the  Governors  of  Colorado,  Utah,  and 

Utah;  Helena,  Mont.  Montana,  as  well  as  met  with  the  human  re- 

sources forum,  visit  w'th  the  SSA/EEO  training 
session,  and  speech  before  the  Joint  Session  of 
the  Colorado  State  General  Assembly. 

Apr.  19,  to  Apr.  20, 1976  Dallas,  Tex   Speech  at  Southern  Methodist  University,  site 

visit— Martin  Luther  King  Community  Center, 
speech  at  the  Region  VI  awards  ceremony. 

Apr.  26, 1976..   Chicago,  III   Meeting  with  regional  directors  staff  and  speech 

before  the  Health  Insurance  Association  of 
America. 

Apr.  30,  to  May  6, 1976  Seattle,  Yakima,  and  Spokane,  Speech  before  the  Yakima  Republican  Women  and 

Wash.  guests  dedication  of  the  Yakima  Valley  Museum. 

speech  at  Lewis  and  Clarke  College,  speech 
before  the  Spirit  of  76  Luncheon,  guest  for 
premiere  benefit  performance  at  opera  house  for 
Bicentennial,  speech  before  CETA  and  manpower 
coordinators. 

May  10,  to  May  11, 1976  Oklahoma  City,  Okla  Site  visits  to  Paul's  Valley  State  School  and  Chil- 
dren's Shelter,  meeting  with  Governor. 

May  13, 1976    Baltimore,  Md.   Speech  before  the  Executives'  Secretaries,  Inc. 

May  16,  to  May  17,  1976  Philadelphia,  Pa   Speech  before  Shriners  Hospital  and  regional 

directors  meeting. 

May  23, 1976  Gainesville,  Ga    Commencement  speech  at  Brenau  College. 

May  26,  to  May  27,  1976  ___  Long  Beach,  Calif   Speech  before  the  dedication  for  the  women's 

hospital  with  the  memorial  hospital  medical 

center. 

May  30,  to  June  3, 1976  ._  Vancouver,  British  Columbia,  Habitat. 

Canada. 

June  3, 1976.   Columbus,  Ohio  Site  visit  and  speech  at  the  Eastland  Vocational 

School. 

June  4,  to  June  8, 1976  Vancouver,  British  Columbia,  Habitat. 

Canada. 

June  14, 1976    Cape  Canaveral,  Fla   Dedication  of  the  Bicentennial  Exposition  on 

Science  and  Technology. 

Mr.  Fountain.  When  you  are  away  visiting  the  regional  offices,  or 
away  in  any  other  capacity,  who  is  in  charge  ? 

Ms.  Lynch.  I  have  my  own  staff,  of  course,  that  keep  in  touch  with 
me.  Assistant  Secretary  Kurzman  is  there.  The  program  heads  are 
there. 

I  have  a  system  set  up,  Mr.  Chairman,  where,  for  instance,  if  Mr. 
Walsh  wanted  to  talk  to  me,  everybody  knows  where  I  am.  I  am 
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always  at  the  end  of  a  telephone  somewhere  and  can  well  discuss  any 
of  these  issues  on  the  telephone. 

I  am  never  in  the  position  where  I  am  completely  out  of  touch  with 
the  Department. 

Mr.  Fountain.  I  hope  you  will  understand  these  questions  are  not 
asked  to  be  critical,  but  we  are  simply  trying  to  evaluate  the  tre- 
mendous responsibility  that  you  obviously  have,  and  to  see  some  way 
of  helping  you  to  be  able  to  help  yourself  and  others  assume  this 
responsibility. 

1  wonder  if  you  would  provide  for  the  record  a  listing  of  your  out- 
of-town  trips  since  January  1,  giving  us  summary  details  concerning 
any  which  were  related  to  your  fraud  and  abuse  responsibilities? 

Ms.  Lynch.  Actually  there  have  been  none,  Mr.  Chairman. 

I  have,  on  a  couple  of  occasions,  I  think,  made  speeches  in  which  I 
have  talked  about  fraud  and  abuses,  but  it  was  not  directly  because  of 
my  role  with  fraud  and  abuse. 

Mr.  Fountain.  Mr.  Naughton? 

Mr.  Xaugiiton.  Do  you  have  a  deputy  or  someone  else  designated 
who  can  carry  out  your  responsibility  for  coordination  and  leadership 
in  auditing  and  investigative  activities  when  you  are  out  of  town  ? 

Ms.  Lynch.  I  do  not  have  a  deputy.  No. 

Again,  I  think  that  I  have  pointed  out  that  my  own  staff  is  very 
familiar  with  my  schedule.  I  have,  quite  frankly,  chosen  to  keep  this 
responsibility  because,  I  think,  in  the  beginning,  it  is  essential  that  I 
have  that  reponsibility  and  know  what  is  going  on.  So  I  have  taken 
the  position  that,  when  I  am  in  the  field,  if  Mr.  Walsh  has  a  problem, 
Mr.  Walsh  talks  to  me  directly. 

Mr.  Naughton.  During  our  earlier  hearings,  we  put  into  the  record 
a  fairly  extensive  description  of  the  various  units  in  the  Department 
which  have  something  to  do  with  fraud  and  abuse  activities. 

Now  in  considering  the  possible  establishment  of  an  Office  of  In- 
spector General,  we  are  concerned  with  a  broader  area  which  would 
include  not  only  fraud  and  abuse  but  also  economy  and  efficiency. 

Do  you  have  any  idea  how  many  units  within  the  Department  have 
groups  of  people  who  have,  as  a  significant  function,  the  promotion  of 
economy  and  efficiency  in  activities  of  the  Department  ?  Obviously  the 
Audit  Agency,  that  is  practically  its  whole  function.  But,  beyond  that, 
do  you  know  how  many  different  agencies  there  are  ? 

Mr.  Lynch.  No,  I  do  not,  Mr.  Naughton.  I  can  certainly  furnish 
that  to  you,  but  I  quite  frankly  feel  that  anybody  who  is^  responsible 
for  a  program  has  a  responsibility  for  maintaining  the  integrity  of 
that  program.  I  would  assume  that  anybody,  any  Assistant  Secretary, 
who  was  responsible  for  a  program,  somewhere  in  his  agency  there  is 
a  unit  that  is  responsible  for  the  quality  and  the  oversight  of  his 
program.  I  would  just  consider  that  a  part  of  normal  management. 

Mr.  Naughton.  That  is  certainly  a  fine  ideal,  and  I  think  all  of  us 
would  hope  that  everyone  would  take  a  personal  interest  in  economy 
and  efficiency.  Unfortunately,  the  record  shows  that  some  people  do 
not.  I  am  talking  now  about  units  which  have  a  specialized  responsi- 
bility, perhaps  for  evaluating  programs.  The  quality  control  units, 
for  example,  might  fit  into  that  category. 

Ms.  Lynch.  I  will  provide  that  for  the  record. 
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Mr.  Fountain.  Without  objection,  it  will  be  included. 

[Note. — A  report  previously  requested  by  the  subcommittee  on 
March  15,  1976,  was  subsequently  provided  and  appears  in  app.  3. 
The  report  identifies  63  units  as  having  significant  economy  and  effi- 
ciency responsibilities,  with  a  total  of  3,642  employees  being  involved 
in  such  duties.] 

Mr.  Fountain.  Ms.  Lynch,  getting  back  to  the  question  of  the  inde- 
pendence of  the  person  in  your  position — called  by  whatever  title — 
what  kind  of  control,  if  any,  do  you  think  the  Secretary  should  exer- 
cise over  the  operation  of  the  Office  of  Investigations  ? 

Ms.  Lynch.  Again,  I  feel  the  Secretary  feels — in  fact,  it  was  the 
Secretary's  decision — that  the  Office  of  Investigations  be  given  the 
authority  to  be  totally  removed.  I  would  think  that  the  only  time  the 
Secretary  and  I  would  have  to  assume  that  responsibility  would  be  if 
we  saw  that  whoever  was  the  Director  of  the  Office  of  Investigations 
was  not  fulfilling  his  responsibility. 

Other  than  that,  I  think  both  the  Secretary  and  myself  feel  that  the 
moment  we  get  involved  in  it  then  you  really  are  not  allowing  that 
office  to  have  the  integrity  that,  I  think,  they  should  have.  However 
honest  the  Secretary  and  the  Under  Secretary  might  be  in  their  de- 
sires, it  could  well  be  misread,  if  at  any  time  we  were  to  put  pressure  on 
that  Director  of  Office  of  Investigations. 

Mr.  Fountain.  You  raise  an  important  point,  I  think.  The  head  of 
HEW,  of  course,  is  responsible  for  the  administration  of  that  agency, 
and  you  raise  the  question  as  to  whether  or  not  he  will  have  his  own 
investigative  operations  duplicating  those  of  the  Inspector  General, 
or  one  in  that  position,  called  by  whatever  name. 

We  certainly  want  to  avoid  that,  and  yet  I  can  appreciate  the  fact 
that  one  who  is  charged  with  the  responsibility  of  administering  an 
agency  must  be  kept  informed  so  that  he  can  adequately  carry  out  his 
responsibilities.  Yet,  I  think  the  deficiencies  we  have  discovered,  such 
as  the  lack  of  an  effective  investigative  unit,  are  bringing  about 
pressure  for  some  new  approach. 

You  have  internally  gone  about  the  process  of  trying  to  set  up  a  pro- 
gram which  you  hope  will  do  the  job.  Maybe  you  can.  I  don't  know. 

When  we  have  a  hearing,  it  is  not  our  desire  to  give  anj^body  a  bad 
image,  because  as  individual  members  of  Congress  we  are  about  as 
sensitive  to  the  image  of  Congress  as  anybody,  particularly  when  a 
few  rotten  apples  can  give  the  whole  Congress  a  bad  image.  I  think, 
unfortunately,  all  over  America  today  Government  has  a  bad  image — 
the  Congress,  the  executive  branch,  in  fact  all  institutions,  home, 
church,  and  school.  Right  down  the  line.  It  is  most  unfortunate. 

I  think  it  is  brought  about  by  a  minority  of  mistakes,  really.  It  just 
happens  that  this  minority  of  mistakes,  whether  they  be  by  individuals 
in  the  Congress  or  in  the  Executive  or  wherever  they  may  be,  local, 
State  or  Federal  level,  involve  a  tremendous  sum  of  money.  People 
who  are  paying  taxes  start  thinking  in  terms  of  "What  are  we  getting 
for  it?"  And  they  start  criticizing  what  they  see  in  the  store,  the 
grocery  counter,  and  other  places,  Food  Stamps,  and  things  of  that 
kind.  They  do  not  know  the  facts,  but  they  see  things  going  on,  and 
they  come  to  conclusions,  and  all  of  these  programs  get  a  bad  image 
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I  would  hope  that,  between  the  Congress  and  the  Executive,  and  in 
this  case  between  ourselves  and  your  agency,  we  can  come  to  some  kind 
of  statutory  and  administrative  decisionmaking  process  which  will 
improve  this  total  image  by  taking  effective  action  against  fraud  and 
abuse. 

That  is  why  I  asked  the  question  to  begin  with  if  you  thought  HEW 
was  too  big. 

I  voted,  during  the  Eisenhower  administration — this  is  my  24th 
year  here — for  the  consolidation  of  Health,  Education,  and  Welfare 
into  one  agency.  I  thought  there  was  merit  to  it,  because  they  are  in- 
terrelated in  so  many  respects.  But,  I  am  beginning  to  wonder  if  we 
can't  have  things  too  big.  Even  if  it  may  cost  a  little  more  in  adminis- 
tration, at  least  people  have  the  confidence  that  things  are  being  done 
properly. 

I  find  a  growing  sentiment  among  a  lot  of  people,  and  particularly 
in  my  area,  for  a  separation  of  Health,  Education,  and  Welfare  into 
independent  units  again,  with  the  appointees  named  by  the  President 
and  confirmed  by  the  Senate.  I  do  not  know  how  strong  that  feeling  is, 
but  that  is  why  I  asked  you,  based  upon  your  limited  experience 
there — and  I  guess  it  would  take  a  longer  time  to  really  form  a  much 
more  mature  opinion — whether  or  not  you  thought  the  agency  was  too 
big.  That  is  what  I  had  in  mind. 

Mr.  Naughton? 

Mr.  Naughton.  In  the  March  16  report  provided  by  the  Department 
on  H.R.  5302,  on  page  2,  there  is  an  indication  that  as  a  step  toward 
prevention  of  fraud  and  abuse,  "We  are  trying  to  identify  deficient 
legislation  and  proposed  remedies." 

I  wonder  who  is  in.  charge  of  that  effort  ? 

Ms.  Lynch.  I  am  sorry  I  do  not  have  that  report,  so  I  do  not  know 
in  what  context  it  was  written. 
Which  paragraph  was  it,  Mr.  Naughton  ? 

Mr.  Naughton.  It  is  at  the  bottom  of  page  2 :  "The  following  are 
illustrative  of  the  major  steps  we  are  taking  directly  toward  the  pre- 
vention of  fraud  and  abuse." 

Ms.  Lynch.  I  have  it  now,  and  I  see  it. 

Mr.  Naughton.  "We  are  trying  to  identify  deficient  legislation  and 
proposed  remedies."  Then  it  gives,  as  an  example,  the  guaranteed  stu- 
dent loan  program. 

Ms.  Lynch.  That,  of  course,  would  very  definitely  be  in  the  Office 
of  Education. 

If  I  might  go  back  a  moment  and  talk  a  little  again  about  this  regu- 
lation reform,  this  has  been  one  of  the  Secretary's  concerns  ever  since 
he  has  been  with  the  Department,  was  to  take  a  look  at  our  own  regu- 
lations. Many  times,  looking  at  the  regulations,  we  will  find  that  the 
problem  actually  exists  in  the  legislation.  So,  we  have  taken  it  upon 
ourselves  to  review — we  review  every  regulation  now,  going  out  of 
the  Department.  We  intend  now  to  start  looking  at  regulations  already 
on  the  books. 

It  was  at  that  point  that  we  were  referring  back  to  that. 
I  would  like  to  ask  the  Office  of  Education  to  respond  to  that,  if  I 
might. 
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Mr.  Naughton.  I  was  more  concerned  with  whether  there  was  a 
Department- wide  operation  being  coordinated  by  a  single  individual. 

Ms.  Lynch.  We  have  the  Office  of  Regulations,  which  we  have  now — 
the  Office  of  Regulation  review.  This  is  a  unit  on  its  own.  But  it  is  still 
the  responsibility  of  the  agencies  to  work  with  that  office.  We  have  not 
turned  over  to  the  Office  of  Regulation  the  responsibility  for  actually 
rewriting  the  regulation.  We  feel  that  still  belongs  in  the  hands  of 
the  agencies,  so  that  they  would  be  working  with  them.  But  I  would 
hope  that  the  Office  of  Education  would  have  an  opportunity  to  discuss 
that  with  you. 

Mr.  Young.  Let  me  answer  the  question  on  legislation.  I  think  that 
is  what  you  are  after.  Right  ? 

Mr.  Naughton.  Both  legislation  and  regulations. 

Mr.  Young.  Let  me  first  answer  the  question  on  regulation. 

Much  of  so-called  program  abuse  comes  about  by  badly  designed 
legislation,  both  on  the  part  of  the  people  downtown,  and  on  the  part 
of  the  Congress.  Lots  of  times  you  do  not  know  how  people  are  going 
to  behave  when  you  design  legislation.  So,  a  lot  of  that  has  to  be  cor- 
rected. That  is  all  pulled  together  by  the  Assistant  Secretary  for  Plan- 
ning and  Evaluation  working  with  the  principal  operating  agencies. 

Let  me  give  you  an  example. 

In  the  supplemental  security  income  program  for  the  aged,  blind, 
and  so  forth,  there  are  many  deficiencies  in  the  law  which  I  think  the 
Congress  now  admits  and  that  we  admit.  We  will  be  coming  forth 
with  changes  in  that  legislation.  For  instance,  right  now,  in  that  legis- 
lation, if  a  person  changes  where  he  lives,  or  she  lives,  from  one  place 
to  another  in  the  State  of  California,  you  have  to  decide  "Are  they 
cooking  with  different  cooking  arrangements  than  they  did  in  the 
previous  place  they  lived?"  That  is  the  case  where  we  are  handling 
the  state  supplements.  That  is  much  of  what  you  read  about  in  the 
newspapers.  That  legislation  must  be  corrected,  and  we  will  be  pro- 
posing that  that  legislation  be  changed. 

That  is  right  across  the  board.  That  is  all  pulled  together  by  the 
Assistant  Secretary  for  Planning  and  Evaluation. 

Mr.  Naughton.  The  FBI  has  a  "Ten  Most-Wanted  List."  I  wonder 
if  it  would  be  feasible  for  you  to  prepare  and  submit  to  us  what  you 
might  call  your  10  most- wanted  list  of  legislation  whose  deficiencies 
are,  in  your  judgment,  causing  you  the  most  serious  problems  in  the 
area  of  fraud  and  abuse,  and  indicate  in  it  what  you  have  done  prior 
to  the  submission  of  that  list  to  call  it  to  the  attention  of  the  con- 
gressional committees  which  have  the  appropriate  jurisdiction? 

Ms.  Lynch.  I  certainly  will  do  that,  Mr.  Naughton. 

Mr.  Fountain.  Without  objection,  we  will  include  that  in  the  record 
when  it  is  received. 

[See  app.  10.] 

Mr.  Naughton.  As  you  know,  many  doctors  and  providers  of  medi- 
cal services  receive  payment  for  services  under  both  the  medicare  and 
medicaid  programs. 

More  than  a  year  ago,  our  hearings  disclosed  that  separate  sets  of 
investigators  looking  into  fraud  in  the  two  programs  apparently 
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were  not  permitted,  under  HEW  regulations  at  the  time,  to  exchange 
information  concerning  providers  suspected  of  fraud.  We  were  ad- 
vised at  that  time  that  applicable  regulations  were  being  changed  to 
permit  such  information  to  be  exchanged. 

Have  HEW  regulations  been  changed  to  permit  medicare  investi- 
gators to  tell  medicaid  personnel  about  providers  suspected  of  fraud, 
and  vice  versa  ? 

Ms.  Lynch.  Mr.  Naughton,  I  would  like  to  ask  Mr.  Weikel  if  he  will 
reply.  The  regulations  for  the  SRS  have  been  completed.  The  ones 
for  SSA  are  not  yet  complete. 

The  Secretary  made  the  decision  the  other  day  to  hold  both  of  them 
to  wait  for  the  social  security  regulations  to  come  through.  He  wanted 
to  take  a  look  to  make  sure  that  they  were  compatible  with  each  other. 
I  am  hopeful  that  in  at  least  the  next  month  or  6  weeks  that  we  will 
have  both  of  those  regulations  ready  to  go.  But  I  would  like  to  have 
Mr.  Weikel  answer  this,  if  I  may. 

Mr.  Weikel.  This  clearly  has  been  a  problem  on  the  part  of  the 
States. 

Mr.  Nattghton.  Mr.  Weikel,  you  will  recall  that  I  asked  the  same 
question  a  year  ago  ? 

Mr.  Weikel.  I  certainly  do.  I  think  you  are  aware  of  some  of  the 
difficulties  we  had  in  terms  of  whether  or  not  we  had  to  provide  the 
information  that  we  had  received  from  the  States  under  the  freedom 
of  information  request. 

In  this,  I  might  add,  we  spent  at  least  6,  probably  9,  months  dis- 
cussing and  debating,  and  finally,  I  think  it  was  in  March,  we  had  a 
meeting  with  the  Freedom  of  Information  Committee  of  the  Justice 
Department  to  lay  out  the  specific  problem  we  had.  Our  concern  was 
that,  if  we  had  to  release  the  information  to  anyone  requesting  it 
under  the  Freedom  of  Information  Act,  we  did  not  want  to  have  it 
in  here.  That  would  insure  that  we  would  get  very  bad  reporting  on 
the  part  of  the  States,  because  not  every  one  of  these  cases  ends  up 
being  a  legitimate  case  of  fraud.  This  could  be  very  serious  in  terms 
of  the  provider  relations. 

As  I  indicated  before,  we  have  difficulty  getting  providers  to  par- 
ticipate in  the  medicaid  program  anyway.  If  we  are  going  to  have 
their  names  published  in  newspapers  or  over  the  various  media,  we 
think  it  would  be  very  bad. 

In  the  meeting  with  Justice,  however,  in  March,  we  got  authority — 
or  they  gave  approval — that  this  could  be  withheld  under  the  Free- 
dom of  Information  Act.  Therefore  we  proceeded  with  the  process  of 
getting  our  regulations  published. 

Mr.  Fountain.  Before  we  conclude  today's  hearing,  there  is  just  one 
question  which  is  prompted  by  a  news  story  I  read  a  few  days  ago  in 
which  you  referred  to  several  States — including  my  own,  I  think — 
where  maybe  medicaid  payments  in  the  needy  area  were  made  when, 
in  truth  and  in  fact,  there  was  insurance  coverage  and  that  insurance 
ought  to  have  taken  care  of  it. 

Can  you  give  us  any  approximation  of  how  many  situations  there  are 
like  that,  where  actually  insurance  should  pay  the  bill  and  instead 
Uncle  Sam  pays  it,  and  what  the  total  amount  would  be? 

Mr.  Weikel.  I  think  I  was  inappropriately  quoted.  The  release  that 
went  out  had  some  dollar  figure  in  it  which  I  certainly  have  never  said 
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because  the  truth  of  the  matter  is,  we  do  not  honestly  know  what  the 
total  dollar  figure  is. 

The  study  that  was  reported  on  was  a  study  involving  the  medically 
needy,  those  individuals  that  are  allowed  to  spend  down  to  reach  some 
income  level  that  qualifies  them  if  they  have  large  enough  medical 
expenditures. 

We  interviewed  1,000  recipients  in  the  medically  needy  category  in 
three  different  States,  I  believe  it  was,  and  we  found  that  50  percent 
of  those  individuals  had  other  health  insurance  protection. 

We  cannot  go  on  from  there  and  say  how  much  of  their  total  cover- 
age— or  their  total  expenses — should  have  been  paid  from  that 
initiative. 

This  is  one  area  where  we  feel  we  need  to  place  a  great  deal  more 
emphasis  than  we  are  doing.  We  are  planning  right.  We  had  a  seminar, 
when  we  had  all  the  State  medicaid  directors  in  Washington  in  March, 
on  what  we  call  this  area :  third-party  liability  recovery.  We  explained 
to  them  what  needed  to  be  done  and  talked  about  the  study  somewhat. 

We  are  having  a  conference  in  July  with  all  the  State  medicaid 
officials  on  this  specific  subject,  to  tell  them  what  some  States  such  as 
California,  Michigan  and  Minnesota  have  done.  Those  are  States  that 
have  good  third-party  liability  recovery,  so  that  there  is  not  a  windfall 
to  the  private  health  insurance  firms  by  not  collecting. 

It  is  not  only  the  health  insurance,  but  it  is  also  on  the  liability 
insurance  in  case  of  automobile  accidents.  That  is  a  big  factor. 

Mr.  Fountain.  Are  there  any  other  questions  ? 

[No  response.] 

Mr.  Fountain.  I  believe  we  have  a  quorum  call. 

The  subcommittee  stands  recessed  until  10  a.m.,  Thursday. 

Thank  you,  very  much. 

Ms.  Lynch.  Mr.  Chairman,  may  I  just  thank  you  very  much.  I  am 
sorry  I  will  not  be  here  Thursday,  and  I  will  look  forward  to  working 
with  you  and  the  subcommittee  in  the  future. 

Mr.  Fountain.  Thank  you  very  much.  The  subcommittee  is  now 
adjourned. 

[Whereupon,  the  subcommittee  adjourned,  to  reconvene  at  10  a.m., 
Thursday,  May  27, 1976.] 


ESTABLISHMENT  OF  AN  OFFICE  OF  INSPECTOR  GEN- 
ERAL IN  THE  DEPARTMENT  OF  HEALTH,  EDUCATION, 
AND  WELFARE 


THURSDAY,  MAY  27,  1976 

House  of  Representatives, 
Intergovernmental  Relations 
and  Human  Resources  Subcommittee 
or  the  Committee  on  Government  Operations, 

Washington.  B.C. 
The  subcommittee  met,  pursuant  to  recess,  at  10:35  a.m.,  in  room 
2203,  Rayburn  House  Office  Building,  Hon.  L.  H.  Fountain  (chairman 
of  the  subcommittee)  presiding. 
Present :  Representatives  L.  H.  Fountain,  John  W.  Wydler. 
Also  present:  James  R.  Naughton,  counsel;  William  S.  McLeod, 
professional  staff  member ;  Pamela  H.  Welch,  secretary ;  and  Richard 
L.  Thompson  and  John  Duncan,  minority  professional  staff,  Commit- 
tee on  Government  Operations. 

Mr.  Wydler.  The  chairman  is  unfortunately  delayed,  and  he  has 
asked  me  to  commence  the  hearing  this  morning  by  reading  the  fol- 
lowing statement  for  him. 

"Under  the  rules  of  the  House  of  Representatives,  the  Committee  on 
Government  Operations  has  jurisdiction  over  the  overall  economy  and 
efficiency  of  Government  operations  and  activities.  This  responsibility, 
insofar  as  it  relates  to  the  Department  of  Health,  Education,  and 
Welfare  and  certain  other  departments  and  agencies,  has  been  assigned 
to  the  Intergovernmental  Relations  and  Human  Resources 
Subcommittee. 

"Today's  hearing  continues  an  extensive  inquiry  initiated  in  Decem- 
ber 1974  concerning  the  resources  and  procedures  utilized  by  the  De- 
partment of  Health,  Education,  and  Welfare  to  prevent  and  detect 
fraud  and  abuse  in  its  program. 

"During  the  hearing  today,  we  will  continue  to  take  testimony  con- 
cerning the  establishment  of  a  statutory  Office  of  Inspector  General  for 
the  Department  of  Health,  Education,  and  Welfare. 

"In  addition  there  will  undoubtedly  be  some  discussion  of  the  extent 
to  which  HEW  has  taken  action  to  improve  resources  and  procedures 
for  the  prevention  and  detection  of  fraud  and  abuse,  as  well  as  any 
steps  it  has  taken  to  promote  greater  economy  and  efficiency  in  the 
administration  of  its  multibillion  dollar  programs." 

It  is  a  most  important  matter,  as  his  statement  reflects. 

Our  first  witness  today  will  be  Hon.  Benjamin  A.  Gil  man,  Congress- 
man from  the  26th  District  of  New  York.  He  is  a  most  distinguished 
Member  of  the  House.  We  are  glad  to  have  you  here. 
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STATEMENT  OE  HON.  BENJAMIN  A.  GILMAN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OE  NEW  YORK 

Mr.  Gilman.  Thank  you,  Mr.  Chairman. 

I  would  like  to  take  this  opportunity  to  thank  you  and  the  other 
distinguished  members  of  the  Subcommittee  on  Intergovernmental 
Kelations  and  Human  Kesources  for  conducting  these  important  hear- 
ings and  for  affording  me  this  opportunity  to  testify  in  support  of 
the  measure  I  have  cosponsored,  H.K.  5302,  establishing  the  Office  of 
Inspector  General  in  the  Department  of  Health,  Education,  and 
Welfare. 

The  thrust  of  this  measure  authorizes  the  Inspector  General  to  in- 
vestigate programs  that  are  administered  by  HEW  to  determine  the 
extent  to  which  these  programs  are  complying  with  applicable  laws 
and  regulations  and  to  recommend  improvements  in  the  organization, 
plans,  or  procedures  of  the  Department's  programs.  The  Inspector 
General  is  further  authorized  to  submit  a  report  to  Congress  and  to 
the  Secretary  of  HEW  setting  forth  a  summary  of  complaints,  in- 
vestigatory findings,  and  recommendations  concerning  the  operations 
of  the  Department's  programs. 

This  is  no  small  undertaking  considering  that  HEW  is  the  largest 
department  of  the  Federal  Government,  a  hydra-headed,  sprawling 
bureaucracy  staffed  by  over  120,000  employees  who  are  responsible 
for  some  300  programs  involving  a  budget  of  $116.7  billions — esti- 
mated budgetary  authority  for  1977  is  over  $145  billion. 

Mr.  Chairman,  the  Office  of  an  Inspector  General  in  HEW  is 
urgently  needed  if  the  American  people  and  their  elected  officials  are 
to  correct  and  to  control  the  waste,  fraud,  and  abuse  that  exist  within 
the  myriad  of  HEW  programs,  to  ferret  out  welfare  cheaters,  and  to 
provide  effective  and  efficient  management  of  taxpayers'  dollars.  The 
Inspector  General,  appointed  by  the  President  with  the  advice  and 
consent  of  the  Senate  for  a  10-year,  nonrenewable  term,  removable  by 
impeachment,  would  be  independent  of  partisan  political  and  institu- 
tional pressures  to  perform  the  necessary  oversight  functions  that  are 
needed  to  bring  the  massive  health,  education,  and  welfare  programs 
under  manageable  control  and  to  provide  the  necessary  mechanism  to 
correct  the  waste,  fraud,  and  abuse  that  exist  within  these  programs. 

Mr.  Chairman,  a  recent  UPI  story  from  Chicago,  printed  in  The 
Times  Herald  Eecord  of  Middletown,  X.Y.,  in  my  congressional  dis- 
trict on  Monday,  May  24,  provides  an  illustrative  but  pathetic  example 
of  the  abuse  that  exists  in  the  welfare  system.  The  story  reads : 

Bodies  Found  in  Woman's  Apartment — Chicago,  UPI — Police  found  a  63-year 
old  woman  living  with  the  bodies  of  her  mother  and  her  son.  There  were  also 
22  live  dogs  in  the  apartment  on  Chicago's  north  side. 

"She  said  she  kept  the  bodies  because  she  needed  the  social  security  checks," 
a  policeman  said  Friday.  "It  looked  like  the  mother  has  been  dead  approximately 
six  weeks  and  the  son  four  weeks." 

Police  said  Lillian  Glines  told  them  her  mother,  about  90,  died  of  natural 
causes,  as  had  her  son,  aged  42.  They  were  found  in  separate  bedrooms.  Mrs. 
Glines  was  not  charged. 

Police  said  the  22  dogs,  "12  adults  and  10  puppies,"  appeared  to  be  well  fed, 
but  the  house  was  filled  with  feces. 
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Unfortunately,  legislators  and  administrators  are  accustomed  to 
dealing  in  aggregate  terms,  data  that  can  cloud  the  human  element, 
the  human  event — in  this  instance,  the  tragic  misuse  of  the  welfare 
system. 

The  waste,  fraud,  and  abuse  within  HEW  programs  have  been  de- 
tailed in  the  excellent  10th  report  of  the  Committee  on  Government 
Operations  entitled,  "Department  of  Health,  Education,  and  Welfare 
(Prevention  and  Detection  of  Fraud  and  Program  Abuse)." 

Summarizing  the  study  made  by  this  distinguished  subcommittee, 
the  report  stated :  "There  is  no  central  unit  [within  HEW]  with  the 
overall  authority,  responsibility  and  resources  necessary  to  insure  ef- 
fective action  against  fraud  and  abuse,"  and  it  further  indicated  that 
"HEW  officials  apparently  have  little  or  no  reliable  information  con- 
cerning the  actual  losses  resulting  from  [large-scale  fraud  and  pro- 
gram abuse]." 

Parenthetically,  this  morning  in  talking  with  some  of  the  officials 
who  are  gathered  here  at  this  hearing,  I  find  that  even  today  we  still  do 
not  know  the  extensiveness  of  the  abuse.  The  abuse  has  been  estimated 
to  range  anywhere  from  5  to  10  percent  of  the  overall  program.  Of 
course,  5  to  10  percent  of  $116  billion  is  extensive,  and  it  certainly 
warrants  the  attention  of  this  subcommittee. 

Mr.  Chairman,  by  way  of  a  comparison,  in  New  York  State,  an 
office  of  welfare  inspector  general  has  been  established  to  oversee 
the  New  York  State  Department  of  Social  Services.  It  is  an  80-mem- 
ber  agency  of  the  audit  and  control  system  of  the  comptroller  of  the 
State  of  New  York,  and  it  has  a  modest  budget  of  $1.4  million.  I  have 
been  informed  that  this  is  the  only  State  inspector  general  office  in 
the  Nation. 

It  had  been  performing  reputable  work  up  to  last  year ;  however,  I 
do  not  know  the  present  status  of  the  work  of  that  office. 

This  agency's  job  is  staggering,  considering  that  one  out  of  every 
seven  individuals  in  New  York  City  is  receiving  some  form  of  welfare 
assistance  that  consumes  60  percent  of  the  State's  $6  billion  welfare 
program.  The  waste  and  abuse  in  the  State's  welfare  system  for  New 
York  City  amounts  to  an  estimated  $800  million.  Although  I  do  not 
have  detailed  information  concerning  the  agency's  operations,  I  un- 
derstand that  these  dedicated  investigators  are  performing  an  out- 
standing public  service. 

Mr.  Chairman,  the  need  for  establishing  the  Office  of  Inspector  Gen- 
eral in  HEW  is  obvious.  Accordingly,  I  respectfully  urge  favorable 
consideration  of  H.E.  5302. 

Thank  you. 

Mr.  Fountain.  Thank  you  very  much  for  that  meaningful  statement. 

The  news  item  about  the  woman  who  was  keeping  the  bodies  of  her 
mother  and  sister  is  certainly  shocking  and  I  am  sure  that  those  who 
are  in  charge  of  this  particular  function  in  HEW  are  just  as  astounded 
as  we  are. 

Are  there  any  other  questions  ? 

Mr.  Wydler? 

Mr.  Wydler.  Thank  you,  Mr.  Chairman. 
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Although  I  cannot  think  of  very  many  good  reasons  against  having 
an  Inspector  General,  my  problem  is  that  I  cannot  think  of  many 
good  reasons  to  have  one,  either. 

The  purposes  of  doing  it  are  very  clear,  but  I  am  wrestling  with  the 
thought  as  to  why  it  has  to  be  an  Inspector  General. 

My  thought  of  Inspector  General  goes  back  to  my  Army  days.  I  am 
sure  that  yours  do,  also.  That  was  the  first  time  I  heard  that'  phrase. 

We  had  an  Inspector  General  in  the  military  service  mainly  because 
we  thought  that  a  soldier  could  not  really  talk  to  his  command  officers 
about  his  problems  because  very  often  the  problems  concerned  the 
command  officers,  and  therefore  he  could  not  go  to  them  with  his 
problems.  So  you  brought  in  an  outside  agent  to  whom  3Tou  could  talk. 

That  was  the  theory. 

We  really  do  not  have  that  kind  of  situation  in  the  Department  of 
Health,  Education,  and  Welfare,  that  I  can  see.  I  am  trying  to  figure 
out  why  this  person  should  be  independent  of  the  Secretary?  I  do  not 
see  any  conflict  that  he  could  possibly  have  with  the  Secretary  in  per- 
forming his  duties. 

That  is  why  I  don't  understand  why  it  has  to  be  an  independent 
agent. 

Mr.  Gilman.  I  appreciate  the  concern  of  the  gentleman  from  New 
York,  Mr.  Wydler.  and  I  recognize  that  others  might  query  the  neces- 
sity for  having  such  an  additional  agency.  But  I  think  your  own  com- 
ments underscore  the  necessity  for  having  an  independent  type  of 
investigatory  unit. 

Many  times  our  constituents  write  to  us  about  abuses  in  the  program. 
They  write  to  us  as  a  legislative  representative  because  they  feel  that 
they  are  not  getting  a  fair  hearing  or  a  sympathetic  ear  within  the 
agency. 

They  are  seeking  someone,  of  an  independent  nature,  to  reach  in  and 
take  a  look  at  the  program. 

Upon  the  whole,  in  most  investigations,  it  is  preferable  to  have  an 
independent  investigation  of  any  governmental  unit  rather  than  having 
the  unit  do  its  own  investigations. 

I  was  pleased  to  learn  that  HEW  has,  in  recent  months,  established 
an  investigatory  unit. 

The  main  thrust  of  this  legislation  is  to  take  a  hard  look  at  the 
abuse,  to  try  to  clean  it  up,  and  to  try  to  minimize  it. 

It  would  be  preferable  to  have  as  much  independence  as  possible 
rather  than  have  HEW  investigate  itself.  It  is  self-serving  to  investi- 
gate your  own  house. 

The  more  independence  we  can  give  the  Inspector  General,  the  more 
effective  will  be  his  performance. 

Mr.  Wydler.  There  are  probably  two  facets  to  that  question. 

If  you  are  investigating  people  like  the  one  that  you  mentioned  who 
was  collecting  checks  for  dead  people,  then  that  does  not  involve  a 
problem  with  the  agency  itself.  That  is  looking  for  fraud  that  is  being 
committed  by  persons  on  the  Federal  Government  who  are  not  working 
for  the  Federal  Government,  # 

There  is  no  possible  conflict  in  that  situation  with  the  Secretary  at 
all  that  I  can  see.  He  and  the  person,  whatever  you  would  call  them, 
would  have  the  same  motives  and  intentions,  which  is  to  get  the 
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fraudulent  person  and  get  the  money  back  and  bring  the  charges  that 
you  want  to  bring.  & 

However,  if  you  are  looking  for  fraud  by  some  agent  of  the  Gov- 
ernment m  some  xashion  or  other,  and  if  he  is  somewhat  close  to  the 
Secretary,  possibly,  then  there  could  be  possible  conflict  in  that 
situation. 

But  I  do  not  know  that  this  is  the  main  thrust  that  we  have  with 
the  problem  with  HEW.  It  seems  to  me  it  is  the  outside  person  creating 
the  fraud  and  perpetrating  the  fraud  on  the  Government. 

Inasmuch  as  we  have  an  Inspector  General— and  now  that  you  men- 
tioned it  I  do  remember  that  we  do  have  one— I  have  not  heard  much 
about  him,  quite  frankly. 

I  would  think  that  it  would  be  helpful  for  our  subcommittee  to  get 
somebody  down  here— maybe  the  Inspector  General  of  New  York 
State.  He  might  not  be  impartial,  however. 

We  could  ask  somebody,  who  possibly  could  be  impartial,  exactly 
what  the  office  has  performed  in  the  way  of  functions  and  how  much 
fraud  it  really  has  uncovered  and  what  the  people  have  gotten  for  the 
expenditure  of  money  which  has  been  put  into  it.  That,  in  my  opinion, 
would  be  the  most  helpful  evidence  we  could  have  as  to  the  merits  of 
this  proposal. 

I  would  like  to  suggest  that,  Mr.  Chairman,  that  we  call  an  appro- 
priate witness  to  do  that. 

Mr.  Gilman.  I  might  add  that  we  have  requested  some  of  their 
reports.  As  soon  as  we  receive  them,  we  will  pass  them  on. 

Mr.  Wydler.  I  am  nervous  about  getting  the  reports  because  I 
know  naturally  he  will  claim  that  any  and  all  fraud  that  was  uncovered 
was  uncovered  by  him.  That's  the  natural  way  you  do  it  in  Government. 
Everybody  claims  credit  for  everything  that  happens.  We  know  how 
that  goes  on. 

So  I  think  if  we  could  get  somebody  who  could  sort  of  analyze  it 
for  us  a  little  bit  and  give  us  a  fair  picture,  then  it  would  be  more 
helpful  to  the  subcommittee ;  but  the  reports  would  be  helpful. 

Mr.  Fountain.  I  think  the  gentleman  makes  a  worthy  observation. 
I  understand  that  Mr.  Naught  on  has  been  in  contact  with  those  gentle- 
men in  New  York.  It  may  be  that  we  can  find  out  more  about  the 
operation.  The  important  thing  is  that  there  is  enough  independence 
to  be  sure  that  the  person  acts  responsibly  and  does  not  feel  that  he  is 
stepping  on  somebody's  toes  somewhere  within  the  agency;  that  is, 
when  he  makes  the  decision. 

For  a  long  time  the  HEW  investigators  had  to  go  upstairs  even 
before  they  investigated  a  complaint.  I  understand  that  requirement 
has  been  eliminated. 

Are  there  any  questions  ? 

We  appreciate  your  testimony  and  your  interest  and  concern  to  come 
here  and  give  us  the  benefit  of  your  thinking  on  this  legislation. 
Mr.  Gilman.  Thank  you,  Mr.  Chairman. 

Mr.  Fountain.  We  have  a  quorum  call,  and  we  will  have  to  answer 

it. 

I  am  not  sure  how  far  we  can  get  or  if  we  will  get  very  far.  When 
the  House  decides  to  meet  at  10  o'clock  and  when  committee  meetings 
are  also  scheduled  for  10  o'clock,  it  creates  a  rather  confusing  situa- 
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tion.  We  are  trying  to  keep  informed  of  both,  places  at  the  same  time. 
Sometimes  we  end  up  not  knowing  too  much  about  either. 

The  subcommittee  stands  in  recess  until  the  quorum  call  is  completed. 

[Recess  taken.] 

Mr.  Fountain.  The  subcommittee  will  come  back  to  order. 

Mr.  Young,  would  you  introduce  some  of  those  who  are  with  you  ? 

STATEMENT  OF  JOHN  D.  YOUNG,  ASSISTANT  SECRETARY  COMP- 
TROLLER, DEPARTMENT  OP  HEALTH,  EDUCATION,  AND  WEL- 
FARE; ACCOMPANIED  BY  EDWARD  W.  STEPNICK,  DIRECTOR, 
AUDIT  AGENCY;  JOHN  WALSH,  DIRECTOR,  OFFICE  OF  INVESTI- 
GATIONS; DON  DICK,  DEPUTY  DIRECTOR,  OFFICE  OF  INVESTIGA- 
TIONS; DICK  CAMPBELL,  CHIEF,  OPERATIONS  BRANCH,  OFFICE 
OF  INVESTIGATIONS;  EDWARD  T.  YORK,  JR.,  DEPUTY  COMMIS- 
SIONER FOR  MANAGEMENT,  OFFICE  OF  EDUCATION;  KENNETH 
KOHL,  ASSOCIATE  COMMISSIONER,  OFFICE  OF  GUARANTEED 
STUDENT  LOANS,  OFFICE  OF  EDUCATION;  KEITH  WEIKEL,  COM- 
MISSIONER, MEDICAL  SERVICES  ADMINISTRATION,  SOCIAL  AND 
REHABILITATION  SERVICE;  FRANK  DeGEORGE,  ASSOCIATE  COM- 
MISSIONER FOR  MANAGEMENT  AND  ADMINISTRATION,  SOCIAL 
SECURITY  ADMINISTRATION;  ROBERT  O'CONNOR,  ASSISTANT 
DIRECTOR,  BUREAU  OF  HEALTH  INSURANCE  (PROGRAM  RE- 
VIEW), SOCIAL  SECURITY  ADMINISTRATION;  AND  LEONARD 
SPEARMAN,  ASSOCIATE  COMMISSIONER,  STUDENT  AID,  OFFICE 
OF  EDUCATION 

Mr.  Young.  We  have  Edward  Stepnick,  who  is  the  Director  of  the 
Audit  Agency.  We  have  John  Walsh,  Director  of  the  new  Office  of 
Investigations.  We  have  Dick  Campbell,  Office  of  Investigations ;  Mr. 
Dick,  Office  of  Investigations.  We  have  Frank  DeGeorge  of  the  Social 
Security  Administration;  and  Robert  O'Connor,  Assistant  Director 
of  Program  Review,  Social  Security  Administration. 

We  have  Kenneth  Kohl,  Associate  Commissioner,  Office  of  Guaran- 
teed Student  Loans;  and  Edward  York,  Deputy  Commissioner  for 
Management,  the  Office  of  Education.  We  have  Keith  Weikel,  Com- 
missioner, Medical  Services  Administration. 

Mr.  Wtdler.  There  is  still  an  old  Office  of  Investigations  ? 

Mr.  Young.  No. 

There  was  an  Office  of  Investigations  which  reported  to  the  Assist- 
ant Secretary  for  Administration  and  Management. 

It  is  the  new  office  that  reports  to  the  Under  Secretary. 

Mr.  Fountain.  They  explained  that  reorganized  process  yesterday. 

Mr.  Naughton.  For  a  considerable  period  of  time,  there  was  no 
Under  Secretary.  Is  that  correct  ? 

Mr.  Young.  That  is  correct. 

Mr.  Naughton.  When  you  had  an  Under  Secretary,  did  the 
Office  of  Investigations  report  to  and  work  closely  with  the  Under 
Secretary  ? 

Mr.  Young.  Mr.  Nathan  Dick  would  have  to  answer  that. 
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Mr.  Dick.  Yes.  I  did  work  very  closely  with  Mr.  Carlucci  on  a  direct 
reporting  basis. 

Mr.  Fountain.  Mr.  Young,  I  believe  you  are  the  ranking  official 
present  today,  in  the  absence  of  the  Under  Secretary. 
Mr.  Young.  That  is  correct. 

Mr.  Fountain.  In  the  event  that  we  ask  some  questions  that  others 
would  be  in  a  better  position  to  respond  to,  don't  hesitate  to  call  upon 
them. 

Mr.  Young.  I  will  do  that. 

Mr.  Fountain.  So  often  during  the  course  of  hearings — particu- 
larly food  and  drug — I  have  seen  the  Commissioner  continue  to  at- 
tempt to  answer  questions  which  basically  ought  to  be  answered  by 
somebody  in  his  setup.  He  attempts  to  do  it,  and  sometimes  it  does  not 
make  a  very  good  record. 

Can  you  give  us  a  description  of  your  responsibilities  ? 

Mr.  Young.  As  an  assistant  secretary-comptroller,  I  am  responsible 
for  the  housekeeping  part  of  the  audit  function  which  Mr.  Stepnick 
heads  up. 

I  spend  relatively  little  time,  maybe  10  percent,  working  on  the 
management  of  the  audit  function. 

I  am  also  responsible  for  accounting  systems  for  the  Department, 
responsible  for  putting  the  budget  together  for  the  Secretary  or  the 
President ;  and  last  but  not  least,  a  controversial  area  of  setting  the 
principles  and  concepts  by  which  indirect  costs  of  grantees,  univer- 
sities, cities,  and  State  governments  are  determined. 

That  is  the  nutshell  description  of  the  job.  This  was  established  in 
appropriation  language  in  1965. 

Mr.  Fountain.  In  our  January  report,  which  you  referred  to,  we 
recommended  that  the  Secretary  place  the  HEW  Audit  Agency  and 
the  Central  Investigative  Unit  under  the  direction  of  a  single  official 
with  no  program  responsibilities — one  which  would  have  overall  re- 
sponsibility for  coordination,  auditing,  and  investigative  activities 
and  for  informing  the  Secretary  of  serious  problems  disclosed  by  such 
activities. 

For  the  record,  has  that  been  done  ? 

Mr.  Young.  The  new  Office  of  Investigations  has  been  established. 

The  audit  function  has  not  been  removed  from  the  Office  of  the 
Comptroller.  Several  steps  have  been  taken  to  make  the  audit  agency 
much  more  independent  than  it  was  previously. 

For  instance,  no  longer,  when  the  audits  are  done  of  other  activities 
of  the  Comptroller's  Office,  do  those  audit  reports  go  to  the  Assistant 
Secretary- Comptroller.  They  go  to  the  Under  Secretary,  who  then 
turns  and  asks  the  Assistant  Secretary-Comptroller  to  ]ay  out  a 
plan  to  meet  any  deficiencies  in  the  operations  of  the  Office  of  the 
Comptroller. 

This  is  just  like  any  other  program  official. 

.  Mr.  Naughton.  May  I  interpret  that  to  mean  that  when  Mr.  Step- 
nick  is  looking  into  other  people's  operations,  then  you  are  his  boss  ? 
But  when  he  is  looking  at  your  operations,  you  are  not  his  boss  ? 
Mr.  Young.  It  is  not  quite  that  simple. 
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Mr.  Stepnick,  Director  of  the  Audit  Agency,  can  and  does  report 
to  the  Secretary/Under  Secretary  at  any  time  he  wishes.  In  the  past, 
however,  when  our  reports  were  being  done  on  activities  of  the  Office 
of  the  Comptroller,  then  those  came  to  me. 

In  that  case  there  is  the  appearance  of  conflict.  That  has  been 
cleaned  up. 

Also,  another  step  that  the  Secretary  has  taken  is  this.  In  the  past, 
under  Assistant  Secretary  Jim  Kelly  and  then  Bruce  Cardwell,  the 
Audit  Agency  head  was  selected  by  the  Assistant  Secretary-Comp- 
troller. That  is  no  longer  the  case. 

Both  the  Director  of  the  Audit  Agency  and  the  Deputy  Director  are 
now  selected  by  the  Secretary.  That  also  adds  to  the  independence  of 
the  audit  function. 

Mr.  Naughton.  Are  you  in  charge  of  presenting  the  budget  for  the 
Audit  Agency  to  the  Congress  or  deciding  the  amounts  that  will  be 
approved  ? 

Mr.  Young.  Yes. 

Well,  I  see  the  Secretary's  budget  and  I  do  make  recommendations 
as  to  the  size  of  the  audit  staff. 

Mr.  Naughton.  So  while  you  no  longer  hire  the  auditor,  you  do  have 
a  considerable  influence  on  his  purse  strings  ? 

Mr.  Young.  I  would  hope  that  that  would  be  the  case,  but  I  am  afraid 
it  is  not. 

Mr.  Stepnick's  request  for  researchers  obviously  goes  through  the 
Comptroller  as  do  those  for  health,  social  security,  and  so  forth.  Then 
they  are  decided  on  by  the  Under  Secretary  in  the  case  of  Mr.  Stepnick, 
and  so  forth. 

Larger  programs  are  actually  decided  by  the  Secretary  himself. 

Mr.  Fountain.  Is  there  any  single  official  who  has  overall  respon- 
sibility for  the  coordination  and  leadership  of  auditing  and  investi- 
gating activities  ? 

Mr.  Young.  Yes,  the  Under  Secretary. 

For  instance,  all  audit  reports,  the  summary  of  all  audit  reports, 
open  reports  no  longer  come  to  me.  They  go  through  me.  I  do  not 
change  them.  They  go  to  the  Under  Secretary. 

We  did  that  in  February. 

Mr.  Fountain.  Does  she  have  any  significant  program  respon- 
sibilities ? 
Mr.  Young.  I  am  not  really  sure. 

Mr.  Fountain.  As  I  recall,  she  testified  that  she  did  not  have. 

Mr.  Weikel.  She  testified  that  she  did  not  have. 

Mr.  Naughton.  Actually  she  has  overall  responsibility  in  a  general 
sense  for  all  programs. 

Mr.  Young.  Yes,  as  far  as  internal  operations  are  concerned,  it  is 
the  general  enterprises.  You  have  to  remember,  however,  there  are  a 
great  many  pieces  of  legislation  that  put  lots  of  responsibilities  in  the 
Commissioner  of  Education,  and  many  on  the  swine  flu  and  so  forth, 
are  in  the  Assistant  Secretary  for  Health. 

So  in  terms  of  day-to-day  operations,  the  Secretary  and  the  Under 
Secretary  have  really,  by  law  and  by  delegation,  given  that  to  what 
we  call  principal  operating  heads. 


61 


For  instance,  Commissioner  Cardwell  in  Baltimore  manages  the 
social  security  system.  When  you  get  a  question  of  future  financing 
for  the  social  security  system,  that  is  obviously  getting  into  things  that 
the  President  is  interested  in.  The  Secretary  then  gets  into  that. 

But  day-to-day  operations  are  in  Baltimore  under  Commissioner 
Cardwell. 

I  think  that  is  what  she  meant. 

Mr.  Fountain.  Who,  if  anyone,  has  the  leadership  and  coordination 
responsibility  in  the  absence  of  the  Under  Secretary  ? 

Mr.  Young.  If  the  Under  Secretary  is  away,  then  the  only  person 
who  could  exercise  her  authorities  happens  to  be  the  Secretary.  It  has 
to  be  delegated  up.  That  is  the  way  it  works. 

Mr.  Fountain.  So  if  she  were  away,  or  sick,  or  out  for  several 
months  

Mr.  Young.  This  was  actually  the  situation  when  we  did  not  have 
an  Under  Secretary,  Secretary  Weinberger  took  on  those  added  re- 
sponsibilities. That  is  the  way  it  works  now. 

Mr.  Naughton.  So,  except  for  such  time  as  the  Under  Secretary  or 
the  Secretary  may  be  able  to  spare  from  their  overwhelming  respon- 
sibilities for  the  entire  Department,  there  is  no  one  who  has  overall 
responsibility  for  coordination  and  leadership  of  auditing  and 
investigative  activities  ?  Is  that  correct  ? 

Mr.  Young.  Let  us  say  that  that  is  correct. 

But  let  me  make  an  explanation. 

If  you  have  competent  people — and  we  assume  that  these  gentlemen 
are  competent — most  of  them  get  things  done  on  a  day-to-day  basis 
by  working  together. 

I  would  hope  that,  even  with  the  Inspector  General,  I  would  not 
be  taking  up  hourly  problems  with  the  Secretary  or  Under  Secretary. 

Mr.  Naughton.  I  want  to  stay  that,  on  the  basis  of  my  contacts  with 
Mr.  Walsh  and  Mr.  Stepnick,  I  certainly  feel  that  they  are  competent 
but  I  doubt  that  either  one  of  them  is  exercising  leadership  over  the 
other  or  is  in  a  position  to  do  so. 

They  are  equals.  Obviously,  they  can  coordinate. 

Mr.  Young.  No  ;  that  is  not  quite  the  case. 

There  are  some  cases  where  Mr.  Stepnick  has  to  be  subordinate  to 
Mr.  Walsh.  That  is  the  24-hour  reporting  of  any  indications  of  fraud, 
which  must  be  reported  directly  to  Mr.  Walsh.  Therefore,  in  that  case, 
Mr.  Stepnick  is  subordinate. 

Mr.  Naughton.  But  if  there  should  be  a  dispute  between  Mr.  Walsh 
and  Mr.  Stepnick  as  to  the  appropriate  use  of  certain  resources,  ob- 
viously they  may  be  able  to  solve  it  my  agreement;  but  otherwise  it 
has  to  be  resolved  by  someone  else.  If  the  Under  Secretary  or  the  Secre- 
tary is  not  in  a  position  at  that  time  to  consider  it,  then  it  obviously 
has  to  wait. 

Mr.  Young.  Mr.  Naughton,  I  would  have  difficulty  conceiving  of  a 
situation  where  the  Chief  Auditor  and  Chief  Investigator  could  not 
get  the  attention  of  a  Secretary  or  Under  Secretary.  I  could  hardly 
imagine  that  that  would  occur. 

Mr.  Naughton.  It  is  not  just  a  matter  of  getting  attention.  Some  of 
these  issues  are  complex  and  require  extensive  study  if  you  are  going 
to  carry  them  out  properly. 
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Is  the  Secretary  or  the  Under  Secretary  in  a  position  at  all  times, 
when  such  study  and  attention  is  needed,  to  devote  the  time  that  is 
needed? 

Mr.  Young.  On  the  basis  of  past  history,  my  answer  to  that  as  far 
as  audit  is  concerned  is  yes. 

I  cannot  answer  it  in  terms  of  the  past  history  for  the  old  Office  of 
Investigations.  You  would  have  to  ask  Mr.  Dick. 

Mr.  Fountain.  Let  me  interject  at  this  point.  Eegardless  of  how 
you  are  organized  or  how  you  have  been  organized  or  what  you  do  in 
the  future,  I  have  great  sympathy  for  those  of  you  who  are  trying  to 
run  this  agency. 

The  Congress  has  not  made  it  easy.  We  have  passed  such  a  multitude 
of  programs,  to  some  extent  related  like  Health,  Education,  and  Wel- 
fare :  and  the  responsibility  is  so  great  that  I  do  not  see  how  any  man 
as  head  of  HEW  can  even  keep  up  with  a  small  portion.  If  he  works 
24  hours  a  day,  I  do  not  see  how  he  can  exercise  the  responsibility 
which  the  Congress  has  placed  upon  him. 

That  is  why  I  said  yesterday  that  I  have  come  to  believe  that  this 
agency  is  too  big.  It  is  absolutely  uncontrollable.  'Whether  it  is  an 
Inspector  General  or  whatever  institution  or  organization  you  set  up, 
it  is  going  to  be  hard  for  you  to  find  a  way  to  respond  to  all  of  these 
questions  we  are  asking  right  now  in  a  way  that  is  satisfactory  either 
to  you  or  the  Congress. 

Based  upon  your  knowledge,  Mr.  Young,  of  the  department,  are 
there  any  problems  involved  in  exercising  effective  leadership  over 
auditing  and  investigative  activities?  How  well  do  you  think  they 
are  coordinated  ?  Mr.  Naughton  touched  on  that  to  some  extent. 

Can  you  think  of  anything  that  could  and  should  be  done  to  bring 
about  better  coordination  than  you  now  have? 

Mr.  Young.  I  think  it  is  too  early  to  give  you  an  honest  answer  to 
that  question.  Mr.  Walsh  has  just  arrived.  Frankly,  we  have,  as  a 
result  of  this  subcommittee's  work,  done  a  lot  of  these  things  that  we 
have  been  talking  about. 

If  they  do  not  work,  then  we  are  all  in  trouble  again. 

I  think  it  is  too  early  to  give  you  a  frank  answer. 

Mr.  Fountain.  You  have  been  here  a  month  ? 

Mr.  Walsh.  Yes. 

Mr.  Fountain.  You  are  trying  to  find  how  to  get  in  and  out  of  the 
building,  I  guess. 

Mr.  Walsh.  Just  about. 

Mr.  Fountain.  That  is  how  we  operate  here. 

Mr.  Walsh.  My  relations  with  Mr.  Stepnick  in  the  month  that  I 
have  been  here  have  been  excellent.  I  do  not  see  any  problems  on  the 
horizon. 

We  speak  the  same  language.  We  have  the  same  objectives.  I  think 
that  my  principal  problem  will  be  in  the  area  of  audit  support  and 
manpower.  I  have  a  problem ;  he  has  a  problem.  We  both  recognize 
that. 

Mr.  Naughton.  Mr.  Young,  I  think  there  is  certainly  reason  for 
some  concern  as  to  whether  the  steps  which  have  been  taken  will  work 
well  enough  to  do  what  should  be  done  about  the  enormous  problems 
you  have. 
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Do  you  have  any  doubt  that  they  will  work  better  than  what  you 
had  before? 

Mr.  Young.  There  is  absolutely  no  doubt  in  my  mind  that  what  we 
have  now  is  way  better  than  what  we  had  before. 

This  department  in  the  last  year  has  taken  a  great  many  steps  to 
get  on  what  I  call  "the  abuse  and  fraud  problem." 

I  think  that  is  where  we  fail  to  concentrate.  We  are  losing  the  tax- 
payer's money,  not  so  much  on  fraud  but  on  program  abuse. 

Many  times,  with  all  due  respect  to  the  Congress,  we  have  bad 
design  of  legislation. 

To  have  to  have  a  civil  servant  find  out  whether  you  have  changed 
your  cooking  arrangements  in  the  State  of  California  tells  you  the 
problems  we  have  created  for  ourselves  in  this  country.  This  is  not 
mischievous.  It  is  well-meaning  on  the  part  of  Congress  and  on  the 
part  of  the  executive. 

If  we  have  to  continue  to  run  these  programs  in  that  fashion,  the 
error  rates  that  we  have  now  in  these  programs  will  not  go  away. 
They  will  not  go  away. 

Mr.  Fountain.  Is  that  sort  of  inquiry  required  by  statutory  lan- 
guage or  by  regulation? 

Mr.  Young.  That  is  required  by  statute. 

Under  the  SSI — supplemental  security  income  program — we  have 
to  administer  the  State  supplements  if  they  so  desire. 

That  is  where  you  get  the  variations  where  the  Federal  Government 
is  doing  something  for  a  State. 

This  was  added  to  the  very  mammoth  load  that  the  Social  Security 
Administration  already  had. 

Frankly,  Mr.  DeGeorge — please  be  independent  and  correct  my 
testimony. 

Mr.  DeGeorge.  The  litany  is  long. 

I  would  heartily  endorse  Mr.  Young's  position.  We  have  taken  over 
2,500  State  public  assistance  programs  and  put  in  something  like 
3,000  Federal  assistance  programs. 

Mr.  Fountain.  Mr.  Frank  DeGeorge  is  the  Associate  Commissioner 
for  Management  and  Administration. 

Is  there  any  single  individual  here  today  or  in  HEW  who  has  re- 
sponsibility for  being  informed  about  all  of  the  meaningful  and  sig- 
nificant activities  which  are  carried  out  within  the  department  for  the 
purpose  of  promoting  efficiency  and  economy  and  preventing  and 
detecting  fraud  and  program  abuse? 

Mr.  Young.  No  official  outside  of  the  secretary  and  under  secretary. 

Mr.  Naughton.  They  cannot  possibly  take  the  time. 

Mr.  Young.  The  answer  to  the  question  is  no. 

Mr.  Wydler.  Mr.  Chairman,  let  me  go  back  to  a  statement  made 
just  a  minute  ago,  so  I  have  it  clear. 

You  said  that  we  took  over  2,500  State  programs  ?  You  made  them 
into  3,000? 

Mr.  DeGeorge.  Each  of  the  State  programs  had  many  variables  of 
payments,  depending  on  income,  living  arrangements,  and  resources. 

SSI  was  intended  to  replace  this.  It  essentially  is  a  flat  grant  pro- 
gram. The  final  legislation  convoluted  this  program  to  the  point  where 
it  is  now  a  program  that  has  just  about  as  many  variables  in  it  as  the 
State  programs  had. 
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So,  in  effect,  what  we  have  really  done  is  simply  to  transfer  a  very 
variable  set  of  circumstances  administered  on  a  local  level,  to  a  con- 
sistently variable  set  of  circumstances  administered  by  the  Federal 
Government. 

Most  of  the  problems  that  the  program  was  intended  to  eliminate, 
in  effect,  have  come  along  with  it. 

A  person's  income  on  a  monthly  basis  is  now  changed  based  on 
where  he  lives,  how  much  income  he  has,  what  the  value  of  his  house 
is,  what  the  value  of  his  insurance  policies  are,  the  A^alue  of  his  other 
resources,  et  cetera. 

It  is  also  subject  to  change  on  a  monthly  basis.  It  is  also  subject 
to  change  retroactively  on  a  quarterly  basis. 

I  could  go  on  and  on  and  on  to  illustrate  the  problem. 

The  law  which  was  intended  in  good  faith  to  be  a  flat  grant  pro- 
gram on  a  national  basis  to  provide  a  floor — if  I  might  use  that  term — 
on  income  for  individuals,  has  basically  turned  out  to  be  just  as  com- 
plicated and  just  as  unmanageable  and  just  as  difficult  to  administer 
as  the  one  it  replaced. 

Mr.  Wydler.  With  that  history,  are  you  looking  forward  to  the  day 
when  we  federalize  welfare  % 

Mr.  DeGeorge.  Well,  frankly,  no. 

Mr.  Wydler.  In  my  area,  that  is  put  forth  by  many  people  in  good 
faith  as  a  panacea  for  all  the  ills  of  the  welfare  program. 

I  have  pointed  out  to  a  meeting  that  I  was  at  last  week  where  I 
said  "many  of  you  same  people  screaming  at  me  to  immediately  go 
out  and  federalize  the  welfare  system  as  the  answer  to  your  problems 
are  the  same  people  who  tell  me  all  the  things  wrong  with  SSI."  I 
asked  them  if  they  had  not  learned  anything  by  their  experience  or  if 
they  just  ignore  it  or  what. 

They  know  what  is  going  on  in  the  federalized  portion  of  the  pro- 
gram. Don't  they  realize  that  the  same  thing  is  going  to  happen  if 
we  do  the  other  ? 

I  guess  they  think  that  any  alternative  is  better  than  the  present 
system ;  but  it  may  not  be. 

Mr.  DeGeorge.  I  think  that  the  States  are  not  looking  for  federal- 
ization so  much  as  they  are  fiscal  revision. 

Mr.  Wydler.  That  is  not  to  come  either,  as  a  practical  matter; 
because  in  New  York  State,  if  we  federalize  welfare,  the  rates  are 
not  going  to  be  high  enough.  The  people  will  have  to  take  a  cut.  They 
are  not  going  to  take  the  cut,  so  the  state  is  going  to  have  to  go  in 
there  and  the  city  is  going  to  have  to  go  in  and  make  up  the  difference. 

We  will  be  right  back  where  we  are  now. 

I  never  understood  it  logically  how  it  is  supposed  to  work. 

That  is  another  storv. 

Thank  you,  Mr.  Chairman. 

Mr.  Fountain.  In  its  January  report  the  subcommittee  recom- 
mended that  the  Secretary  initiate  an  immediate  review,  among  other 
things,  of  the  extent  and  the  nature  of  resources  presently  available 
to  HEW  which  might  effectively  be  used  for  the  prevention  and  de- 
tection of  fraud  and  program  abuse. 


65 


For  the  record,  what  action,  if  any,  has  been  taken  with  respect 
to  this  recommendation  ?  Give  us  the  details. 

Mr.  Young.  About  the  time  that  your  report  was  issued,  the  House 
and  Senate  subcommittees  on  HEW  appropriations  had  the  same 
concerns  that  this  subcommittee  had. 

Therefore,  they  ruled  in  the  report  language  that  we  should  come 
up  and  explain  what  we  were  doing,  what  we  proposed  to  do,  and 
the  resources  we  needed.  We  produced  those  reports.  I  have  made 
those  available  to  Mr.  Naughton. 

We  went  through  medicaid,  medicare,  campus-based  programs, 
guaranteed  student  loan  programs,  and  laid  out  exactly  what  we  have 
been  doing  in  terms  of  fraud  and  abuse  and  the  resources  that  we  have 
and  are  asking  for  in  the  1977  budget. 

If  you  want  to  get  into  the  details  of  the  resources  we  had,  let's  say 
2  years  ago,  what  we  have  now  in  the  Office  of  Education,  medicaid, 
and  so  forth,  and  what  we  are  asking  for  in  the  1977  budget,  my  asso- 
ciates can  answer  that  in  great  detail. 

Mr.  Fountain.  Maybe  we  should  have  that  briefly  for  the  record. 

Mr.  Weikel.  When  I  testified  last  May,  I  believe  it  was,  before  the 
committee,  I  indicated  that  up  until  I  guess  several  months  before 
that  time,  we  had  less  than  one  person  in  the  entire  Federal  Govern- 
ment concerned  with  fraud  and  abuse  in  medicaid. 

At  that  time,  I  had  allocated  from  the  1975  appropriation  from  the 
Congress  11  positions  to  be  devoted  to  the  question  of  fraud  and  abuse 
in  medicaid. 

Four  of  those  were  filled  at  that  time. 

In  the  interim  we  have  gotten  another  appropriation  from  the 
Congress  with  108  additional  positions  to  be  used  exclusively  for  fraud 
and  abuse. 

I  might  add  that  this  was  one  of  the  few  increases  that  was  pro- 
vided to  the  social  and  rehabilitative  services  in  the  personnel  area. 
Mr.  Young.  Let  me  comment  on  that. 
That  was  an  action  of  the  President  himself. 

Frankly,  the  Office  of  Management  and  Budget — I  do  not  mind 
saying — turned  those  positions  down.  The  under  secretary  and  I  per- 
sonally talked  to  President  Ford,  and  he  personally  put  those  positions 
back  in. 

Mr.  Weikel.  So  at  the  present  time  we  have  119  positions. 

Of  course,  we  just  got  those  108  in  the  recent  appropriation.  We  are 
in  the  process  of  filling  them. 

So,  compared  to  having  11  authorized  last  May,  we  now  have  119; 
compared  to  having  four  positions  filled,  we  now  have  31. 

Our  hiring  is  moving  very  rapidly  now.  I  might  say  for  the  first 
time  in  2  years  it  is  moving  rapidly. 

We  made  19  offers  within  the  last  2  weeks  to  individuals  to  come 
on  as  program  investigators  to  do  the  investigations  of  the  medicaid 
fraud  and  abuse.  Our  estimates  are,  based  on  our  present  projections, 
that  we  will  have  70  onboard  out  of  the  119  by  the  first  of  August. 

Mr.  Fountain.  If  I  may  add  this,  if  you  got  all  that  you  needed 
instantaneously,  then  they  all  will  not  be  properly  oriented  and  quali- 
fied to  do  the  job  that  needs  to  be  done  within  24  hours. 
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Mr.  Weikel.  Absolutely  not. 

We  frankly  do  not  know  how  many  we  need. 

Until  we  can  get  these  indivduals  trained  and  into  the  field,  we  will 
not  know.  We  will  have  the  first  team  of  18  people  into  the  field  by 
the  middle  of  June.  They  will  be  trained  by  that  time. 

Mr.  Young.  Would  you  like  a  quick  synopsis  of  the  Office  of 
Education? 

Mr.  Fountain.  Yes. 

Mr.  York.  In  the  guaranteed  student  loan  program,  when  we  testi- 
fied before  you  last  June,  we  had  committed  at  that  point  seven 
positions  to  what  we  are  calling  a  compliance  unit  in  the  guaranteed 
student  loan  program. 

Since  then,  we  have  recognized  that  that  probably  was  going  to  be 
insufficient  and  we  have  allocated  four  additional  positions  to  that 
unit  as  of  now  in  the  guaranteed  student  loan  program.  We  have  now 
11  people  in  the  compliance  unit. 

Of  those  11,  8  are  investigative  type  people. 

We  have  a  request  in  the  1977  budget  for  an  additional  14  people 
to  add  to  that  unit.  Some  of  these  will  go  to  regional  offices,  one  in 
each  of  the  regional  offices. 

In  addition  to  that,  we  have  45  lendor  examiners  who  are  pursuing 
essentially  the  same  type  of  activity  related  to  lendors  in  our  field 
offices. 

At  this  point  then,  we  have  approximately  56  people  devoted  to 
this  activity  and  will  be  adding  14  more  in  1977.  So  we  will  have  a 
total  of  70  people  just  dealing  with  the  guaranteed  student  loan  pro- 
gram in  the  area  of  program  abuse. 

On  the  campus-based  programs,  we  have  26  people  in  the  1977 
budget.  This  is  really  the  first  time  in  the  1977  budget  that  we  have 
gone  after  and  asked  for  resources  to  be  devoted  to  this  kind  of  activity 
related  to  the  campus-based  programs. 

So  this  will  be  the  first  installment,  if  you  will,  of  people  to  deal 
specifically  with  the  area  of  fraud  and  program  abuse  in  the  campus- 
based  programs. 

Mr.  Wydler.  What  progress  have  you  made  on  the  problem  of  the 
statute  of  limitations  running  on  some  of  these  claims  by  the  Govern- 
ment ?  Are  these  matters  being  taken  to  judgment  ? 

Mr.  York.  Yes ;  we  are  working  on  an  experimental  basis  with  the 
General  Accounting  Office. 

The  general  process  at  this  point  of  claims  is  that  after  we  have 
reviewed  and  pursued  a  claim  to  the  extent  that  we  possibly  can,  and 
when  we  have  concluded  that  it  is  uncollect  able,  then  we  turn  it  over 
to  the  GAO.  They  pursue  it  further. 

At  the  point  that  they  conclude  ithat  it  is  uncollectable,  then  they 
either  write  it  off,  or,  if  they  determine  that  an  individual  has  assets, 
then  they  would  turn  it  over  to  the  Department  of  Justice. 

We  are  working  on  an  experimental  process  with  GAO  to  bypass 
their  portion  of  the  process.  They  are  looking  at  our  review  as  being 
sufficient  to  satisfy  their  requirements  also. 

We  have  turned  over  100  cases  in  one  of  our  regional  offices,  work- 
ing directly  with  the  local  U.S.  attorney.  We  are  in  the  process  of 
doing  that  in  each  of  the  regional  offices,  dealing  directly  at  that  level 
with  the  U.S.  attorney. 
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Mr.  Wydler.  I  know  you  have  to  go  by  certain  procedures.  I  am  glad 
to  hear  that  you  are  working  on  this,  but  it  would  be  inexcusable  to 
allow  any  of  these  cases  to  be  outlawed  by  the  statute  of  limitations. 

I  do  not  care,  quite  frankly,  whether  the  person  has  assets  or  not. 
You  can  get  the  judgment,  and  he  might  get  some  later  on. 

It  does  seem  to  me  that  it  is  important  whether  he  has  any  assets 
currently.  As  a  matter  of  fact,  I  think  in  many  of  these  cases  that 
would  be  exactly  the  case  that  exists. 

The  point  is  this.  If  you  get  the  judgment  and  it  is  good  for  20 
years,  then  at  some  time  he  might  inherit  money  or  something.  Then 
we  could  get  our  money. 

So  I  would  highly  recommend  that  you  get  both  cases  taken  to  judg- 
ment, if  nothing  else.  That  is  the  least  you  can  do  to  protect  the  Gov- 
ernment's interest. 

Mr.  York.  Absolutely. 

We  are  addressing  it  in  two  different  ways. 

Quite  honestly,  until  approximately  2  years  ago,  when  I  took  over 
responsibility  for  this  program,  there  was  no  inventory  of  claims.  We 
did  not  know  what  we  had. 

But  during  this  period  of  time,  we  have  installed  a  system  which,  in 
fact,  allows  us  to  have  completed  an  inventory  of  our  claims  to  know 
what  we  have  in  order  to  deal  with  the  aging  of  that  inventory  so  that 
we  do  not  find  ourselves  bumping  up  against  the  statute  of  limitations. 

In  addition  to  that,  at  pretty  much  the  insistence  of  the  GAO,  al- 
though I  clearly  agree  with  it,  we  are  putting  into  our  regulations  a 
requirement  that  the  lendor  must  in  fact  file  that  default  with  us  al- 
most immediately  after  it  has  gone  into  the  status  of  in  fact  being  a 
default. 

We  are  pretty  sure  that  there  are  numerous  default  claims  which 
lendors  have  not  submitted  to  us  where  they  are  pursuing  them  to  some 
degree  or  not,  or  whether  they  do  not  want  to  pursue  them  because 
they  would  make  their  portfolio  look  bad  if  they  have  too  many  de- 
faults that  they  file  with  us.  So  we  are  pursuing  that  also.  That  will 
give  us  considerably  more  time  to  deal  with  the  problem,  that  is  by 
having  them  within  the  180  days  after  they  have  become  a  default. 

Mr.  Naughton.  Mr.  York,  we  took  considerable  testimony  last  year 
about  compliance  activities  and  fraud  and  abuse  activities  including 
the  guaranteed  student  loan  program. 

Do  you  have  compliance  units  for  any  of  the  other  student  assistance 
programs,  such  as  the  basic  educational  opportunity  grant  program? 

Mr.  York.  That  is  in  the  process.  The  26  positions  in  the  1977  budget 
gives  us  the  first  time  we  have  been  able  to  come  forth  with  requests 
for  personnel  to  address  that. 

Mr.  Naughton.  Do  you  have  people  working  on  it  now  at  the  pres- 
ent time  ? 

Mr.  York.  Let  me  ask  Mr.  Spearman,  who  has  responsibility. 

Mr.  Spearman.  When  the  request  was  made  to  the  President  for 
the  additional  200  bodies,  128  were  assigned  to  the  campus-based  and 
the  basic  educational  opportunity  grant  program  or  requested  for  those 
programs,  of  which  55  were  allocated  for  the  regional  offices. 

There  were  some  26  for  the  campus-based  and  37  for  the  basic  op- 
portunity program. 
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At  the  request  of  the  Deputy  Commissioner,  I  have  been  coordinat- 
ing the  report  addressed  to  the  issue  of  program  abuse  and  have  had 
three  meetings  with  the  22-member  task  force  which  has  been 
established. 

That  report  is  in  draft  form,  and  I  have  a  copy  of  it.  We  are  at- 
tempting to  establish  within  the  Bureau  of  Post-Secondary  Education 
a  compliance  unit  comparable  to  that  established  in  the  guaranteed 
student  loan  program  to  address  the  whole  matter  of  mismanagement 
and  abuse  in  the  campus-based  and  the  basic  educational  opportunity 
grants  program. 

A  part  of  the  difficulty  is  to  get  a  handle  of  the  exact  magnitude  of 
abuse  in  these  programs. 

In  1971  you  had  a  total  of  $719  million  in  the  operation  of  the 
campus-based  programs.  By  1976  mv  office  administered  $1.9  billion. 
We  had  a  total  of  2,900  institutions  in  1971.  Today  there  are  5,500 
eligible  participating  institutions  in  the  basic  grant  program. 

In  1972,  we  had  12  people  on  the  basic  grant  staff.  In  1976,  we  have 
a  total  of  70  people  on  the  basic  grant  staff  administering  $1  billion  to 
1.3  million  students. 

So  to  give  you  a  handle  on  the  magnitude  of  the  changing  scope 
of  institutions  between  1971  and  1976  from  the  traditional  to  a  large 
number  of  proprietaries,  is  a  fantastic  job. 

But  we  are  addressing  the  problem  now. 

In  answer  to  your  question,  we  do  hope  to  establish  upon  the  com- 
pletion of  this  report  and  the  submission  to  the  commission  a  com- 
pliance unit  within  the  bureau. 

Mr.  Xaughton.  Why  has  it  gone  on  for  all  these  years  in  your  judg- 
ment without  a  compliance  unit  being  established  up  until  now  when 
it  is  in  process?  Is  there  not  anybody  who  had  the  responsibility  for 
the  overall  problem  of  fraud  and  abuse  in  the  Office  of  Education  who 
took  a  look  and  said  "We  need  a  fraud  unit  here"  ? 

Mr.  York.  I  think  there  has  not  been  as  much  concern  with  the 
problem  of  fraud  and  program  abuse  until  the  recent  years. 

The  first  emphasis  upon  that,  quite  honestly,  was  in  the  guaranteed 
student  loan  program. 

As  the  default  rate  began  to  climb  rather  substantially,  as  you  well 
know,  it  became  evident  that  there  were  substantial  Federal  funds 
which  were  being  expended  which  maybe  could  be  recovered. 

As  far  as  the  campus-based  programs  are  concerned,  the  basic  edu- 
cational opportunity  grant  program  is  a  relatively  new  program ;  so 
this  really  has  not  gone  on  for  years  in  relation  to  that. 

Mr.  Naughtox.  When  was  it  initiated  ? 

Mr.  York.  The  basic  education  opportunity  grant  program  was 
initiated  in  1972. 

Mr.  Spearman.  A  part  of  that  problem  is  that  up  until  1972,  the  in- 
stitutions participating  were  largely  2-  and  4-year  traditional  type 
institutions. 

When  the  Congress  expanded  this  in  1972  to  include  area,  trade,  and 
proprietary  schools,  the  dramatic  increase  in  the  number  of  institu- 
tions with  no  history  of  ability  to  deal  effectively  with  the  administra- 
tion of  student  aid  programs  increased. 
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So  the  number  of  2,900  to  5,500  does  not  represent  a  substantial  in- 
crease in  traditional  types  of  institutions,  but  a  dramatic  increase  in 
the  kind  of  proprietary  institutions  with  limited  resources  by  which  to 
administer  these  programs. 

So  you  have  two  issues  which  are  involved  here. 

We  would  anticipate  that,  if  you  would  try  to  get  a  handle  on  it, 
that  the  figure  for  abuse  that  is  deliberate  fraudulent  abuse  in  the 
traditional  programs  would  probably  be  less  than  1  percent  in  tra- 
ditional types. 

But  that  number  would  probably  skyrocket  up  to  5  percent  if  you 
are  dealing  with  the  proprietary  schools. 
Mr.  Naughton.  You  are  sure  it  is  no  higher  ? 

Mr.  Spearman.  No  ;  I  would  not  want  to  take  a  wager  on  what  it 
might  be. 

I  am  making  that  estimate  based  on  the  kinds  of  audit  resolution 
problems  that  we  face.  They  run  about  5  percent. 

Mr.  Naughton.  Prior  to  the  time  that  the  funds  were  recently  re- 
quested, did  the  Office  of  Education  or  the  Department  come  to  Con- 
gress and  call  this  situation  aggressively  to  their  attention  with  a  re- 
quest perhaps  for  changes  in  the  legislation  and  for  additional  people 
to  fight  these  problems  ? 

Mr.  York.  The  first  emphasis  on  that  related  to  the  guaranteed 
student  loan  program.  The  situation  is  not  that  dissimilar  than  Dr. 
Spearman  describes  in  terms  of  proprietary  institutions  coming  into 
this  program  and  the  merger  of  the  two  acts  which  brought  vocational 
and  technical  schools  into  the  program  which  allowed  proprietary 
schools  to  become  lenders. 

This  was  in  the  legislation. 

In  fiscal  year  1973  that  was  the  first  indication  that  we  were  having 
considerable  problems  with  the  guaranteed  student  loan  program. 
That  was  the  first  year  that  we  were  really  seeing  many  loans  going 
into  repayment. 

This  program  began  in  1968.  It  was  with  traditional  4-year  institu- 
tions. It  takes  anywhere  from  5  to  about  7  years  for  a  loan,  which  was 
made  in  1968,  to  reach  the  point  of  going  into  repayment  because  of 
the  length  of  the  student  going  to  school. 

So  we  first  started  to  see  a  dramatic  increase  and  we  first  recognized 
that  we  had  a  significant  problem  with  defaults  in  that  type  of  activ- 
ity in  1973. 

Immediately  in  the  guaranteed  student  loan  program  we  came  to 
the  Congress  and  requested  a  substantial  increase  in  resources  to  begin 
to  deal  with  that. 

In  fact,  we  had  a  supplemental  fiscal  year  in  1974.  We  had  200 
positions  related  to  that  activity  in  the  1974  appropriation.  We  asked 
for  an  increase  over  that  in  a  supplemental  in  1974  and  received  an 
additional  200  positions. 

We  have  been  adding  to  the  staff  and  moving  to  move  the  resources 
into  the  regional  offices  where  they  are  much  closer  to  the  problem 
and  can  deal  with  the  problem  more  effectively. 

Mr.  Naughton.  Approximately  what  percentage  of  expenditures 
of  the  Office  of  Education  consist  of  the  student  aid  programs? 
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Mr.  York.  Slightly  over  $2  billion.  _ 

Mr.  Spearman.  I  would  say  $2.4  billion  is  in  student  assistance. 
Mr.  Naughton.  What  are  the  total  expenditures  of  the  Office  of 
Education  ? 

Mr.  York.  This  past  year  it  will  be  about  $7.4  billion. 

Mr.  Naughton.  On  the  other  $4  or  $5  billion  in  programs,  are  there 
compliance  units  for  any  or  all  of  those  other  programs? 

Mr.  York.  Not  compliance  units  in  the  same  sense. 

There  are  many  program  people  whose  responsibility  is  monitoring 
what  happens  in  those  grant  programs,  but  not  compliance  units 
per  se. 

Mr.  Naughton.  All  of  those  program  people,  of  course,  work  for 
the  people  who  operate  the  programs? 
Mr.  York.  Yes. 

Mr.  Young.  May  I  make  a  remark  on  that? 
Mr.  Fountain.  Certainly. 

Mr.  Young.  The  audit  agency  conducts  extensive  audits  of  the 
guaranteed  student  loan  program  and  the  campus-based  programs. 

If  was  Secretary  Weinberger's  review  of  the  audit  reports  on  the 
guaranteed  student  loan  program  which  brought  about  the  beginning 
of  the  correction  of  the  program  that  Mr.  York  is  talking  about. 

Secretary  Weinberger  spent  considerable  time  going  through  the 
audit  reports  and  putting  forth  a  set  of  steps  that  he  wanted  taken 
based  on  the  work  of  Mr.  Stepnick. 

Mr.  Naughton.  Were  these  changes  imposed  by  Secretary  Wein- 
berger rather  than  being  recommended  by  the  program  people  who 
were  responsible  in  the  first  place  and  accepted  by  the  Secretary? 

Mr.  Young.  I  think  it  was  a  getting  together  of  forces  where  it  was 
clear  to  the  Commissioner  of  Education  that  he  had  a  problem.  It 
was  very  clear  to  the  Secretary,  looking  at  the  audit  reports,  that  there 
was  a  problem. 

On  the  basis  of  the  audit  reports  the  Secretarv  addressed  a  memo- 
randum to  the  Commissioner  of  Education  saying,  "I  want  you  to 
take  the  following  steps."  This  started  the  whole  train  of  action. 

Mr.  Naughton.  This  is  a  testimonial  to  the  usefulness  of  an  inde- 
pendent audit,  is  it  not  ? 

Mr.  Young.  Yes.  That  was  the  purpose  of  the  comment. 

Mr.  Thompson.  The  nature  of  the  assistance  in  the  Office  of  Edu- 
cation beyond  the  2.4  student  loans  is  of  what  type  ? 

Mr.  York.  It  is  prima  rilv  grants  to  local  education  agencies.  State 
education  agencies,  in  order  to  support  elementary  and  secondary 
education,  education  for  the  disadvantaged,  education  for  the  handi- 
capped, bilingual  education. 

They  are  primarily  either  formula  grants,  in  fact,  to  the  State  edu- 
cation agencies  or  local  education  agencies.  It  is  a  little  different  kind 
of  situation. 

Mr.  Thompson.  Is  it  distinguishable  from  the  direct  student  grants  ? 
Mr.  York.  Yes. 

Mr.  Thompson.  Are  there  typically  audit  agencies  and  compliance 
agencies  at  the  State  and  local  level  which  receive  these  grants  who 
work  with  HEW  in  making  sure  that  the  funds  are  expended 
properly  ? 
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Mr.  York.  I  would  say  that  most  all  of  the  State  and  local  education 
agencies  do  have  within  their  State  an  agency  which  is  responsible 
for  seeing  that  they  are  properly  using  the  funds. 

In  addition  to  that,  it  is  another  area  where  Mr.  Stepnick's  people 
do  a  very,  very  substantial  amount  of  work  for  us. 

In  the  student  aid  programs,  in  addition  to  Mr.  Stepnick's  office, 
there  was  an  arrangement  worked  out  some  years  ago  to  have  many  of 
the  universities  and  the  schools  audited  by  public  accounting  firms, 
based  on  audit  programs  written  by  Mr.  Stepnick's  staff. 

So  we  have  much  of  that  also.  That  is  independent  audits  by  CPA's 
related  to  the  student  aid  activities. 

Mr.  Thompson.  The  line  I  am  trying  to  draw  is  this.  It  seems  to  me 
that  in  medicaid  and  in  the  student  loan  programs,  we  are  talking 
about  direct  financial  grants  to  individuals  or  providers,  in  Dr. 
Weikel's  case. 

That  is  in  the  nonstudent  loans,  and  there  we  are  talking  about  the 
quasi- Government  agencies. 
Mr.  York:.  That  is  absolutely  correct. 

Within  the  Office  of  Education  the  only  thing  that  you  can  begin 
to  equate  with  the  situation  in  medicaid  in  terms  of  who  gets  the 
funds,  would  be  the  student  aid  programs. 

Mr.  Thompson.  Thank  you. 

Mr.  Naughton.  Mr.  Young,  does  any  office  within  HEW  have  a 
continuing  responsibility  for  determining  whether  operating  units  of 
HEW  implement  recommendations  of  the  HEW  audit  agency  and 
GAO? 

Mr.  Young.  I  have  that  responsibility. 

Mr.  Naughton.  What  statistics  do  you  have  as  to  the  number  of 
recommendations  in  HEW  audit  reports  which  have  and  have  not 
been  implemented  ? 

Mr.  Young.  I  would  like  to  have  Mr.  Stepnick,  who  has  been  spend- 
ing some  time  on  that  issue,  to  answer  that  question. 

Mr.  Stepnick.  The  Department  has  an  audit  followup  system  that 
tracks  every  audit  finding  from  its  inception  until  its  final  resolution. 

I  report  quarterly  to  the  Under  Secretary  on  the  results  of  the  effort. 

Mr.  Naughton.  Which  agency  or  agencies  have  the  best  and  the 
poorest  records  in  terms  of  prompt  implementation  of  recommenda- 
tions ? 

Mr.  Stepnick.  Let  me  give  you  some  figures  from  a  report  that  we 
submitted  on  March  17,  1976,  of  audit  reports  outstanding  as  of  De- 
cember 31,  1975. 

At  December  31,  1975,  there  were  1,321  outstanding  audit  reports. 

Of  those,  490  were  over  6  months  old.  This  is  a  benchmark  which 
we  use  in  measuring  the  timely  settlement  of  findings. 

Of  the  490  outstanding,  291  pertained  to  the  education  division, 
largely  the  Office  of  Education. 

Ten  pertained  to  the  Social  and  Eehabilitation  Service ;  29  pertained 
to  the  Public  Health  Service;  85  to  the  Social  Security  Administra- 
tion ;  and  75,  the  Office  of  Human  Development. 

Over  half  of  the  outstanding  reports  over  6  months  old  pertain  to 
education. 
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In  terms  of  the  programs  within  education,  it  was  the  campus-based 
programs  in  higher  education  that  constituted  the  majority  of  those. 

Mr.  Natjghtox.  I  guess  they  win  the  title  for  the  worst  by  a  wide 
margin ;  would  that  be  accurate  ? 

Mr.  Stepxick.  They  have  made  the  least  progress  over  the  years  in 
reducing  the  number  of  outstanding  reports. 

Mr.  Yotjxg.  You  are  no  longer  independent.  [Laughter.] 

Mr.  Natjghtox.  That  was  delicately  put. 

Mr.  York.  Mr.  Na-ughton,  you  have  to  understand  that  Mr.  Step- 
nick  and  I  go  back  many  years.  He  is  trying  to  be  gentle. 

Mr.  Natjghtox.  What  happens  if  an  agency  refuses  to  comply  with 
a  recommendation  which  the  audit  agency  regards  as  significant? 

Mr.  Stepxick.  It  depends  on  the  basis  for  the  refusal.  I  guess.  If 
they  refuse  on  legal  grounds,  for  example,  we  would  hove  to  check 
with  general  counsel  to  see  whether  or  not  we  might  have  been  off  base 
from  a  legal  standpoint. 

If  it  is  a  judgmental  thing  in  terms  of  the  worthiness  of  doing  it, 
then  we  would  generally  reexamine  our  position  to  make  sure  that 
there  are  no  factual  conditions  which  would  cause  us  to  change. 

Then  I  use  the  good  offices  of  Mr.  Younsf  and  any  other  higher  offi- 
cials to  try  to  get  their  attention  on  the  problem. 

A  good  example  of  that.  I  would  say.  relates  to  a  subject  that  came 
up  at  the  last  time  we  testified. 

Congressman  Wydler  was  concerned  with  why  we  do  not  make 
audits  in  nursing  homes  and  why  we  do  not  require  States  to  make 
audits  in  nursing  homes.  This  has  been  a  crusade  of  mine  for  a  long 
time. 

Finally,  through  persistent  discussions  with  the  Under  Secretary's 
office,  Mr.  Young,  and  with  the  management  of  the  Commissioner  of 
Medical  Services  Administration,  we  now  have  out  for  comment  a  pro- 
posed regulation  which  would,  for  the  first  time,  require  States  to 
make  on-site  audits  of  nursing  homes  under  medicaid  on  a  regular 
basis. 

Mr.  Natjghtox.  Would  you  please  provide  the  subcommittee  with  a 
copv  of  the  report  that  you  read  from? 
TThe  report  appears  in  app.  4.] 

Mr.  Naugiitox.  I  wonder  if  you  would  also  go  beyond  that  a  little 
and  pick  out  for  us  the  10  or  20  unfollowed  recommendations  which 
you  regard  as  the  most  significant  and  give  us  some  details  as  to  just 
what  those  10  or  20  are. 

Mr.  Stepxick.  Certainlv. 

[The  information  supplied  appears  in  app.  5.] 

Mr.  Xat^ghtox.  In  a  February  5, 1976.  letter  to  Mr.  Fountain.  Secre- 
tary Matthew  stated: 

The  department  is  implementing  tighter  followup  procedures  with  operating 
agencies  to  insure  that  recommendations  resulting  from  audits  are  implemented 
by  agency  heads  in  a  timely  fashion. 

Is  that  the  report  you  are  referring  to?  What  are  the  tighter  follow- 
up  procedures? 

Mr.  Yoitxg.  Let  me  answer  that  question,  because  I  was  involved 
with  the  Secretary  in  modifying  the  old  procedures. 

For  one  thins:,  the  Under  Secretary  now  is  in  the  followup  of  Mr. 
Stepnick's  audit  reports. 
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In  the  past,  I  was  in  that  group.  This  gives  him  much  more  inde- 
pendence and  also — to  be  brutal  about  it — more  clout  in  terms  of  gen- 
eral management. 

In  addition,  Mr.  Stepnick,  at  his  own  urging  and  my  urging,  has 
gone  back  and  sampled  previous  audit  reports  to  see  whether  people 
that  promised  to  do  something  did  it.  He  has  150  of  those  underway 
as  to  whether  action  was  taken. 

Audit  reports  are  not  interesting  documents.  What  we  are  interested 
in  is  action.  # 

Mr.  Stepnick  would  be  glad  to  provide  the  Congress  and  yourselves 
the  results  of  that  followup. 

Mr.  Naughton.  You  anticipated  my  next  question.  I  was  about  to 
say  that  it  is  our  understanding  that  some  months  ago  the  Audit 
Agency  began  a  review  of  sample  audit  reports  to  find  out  whether 
program  officials  actually  implemented  audit  recommendations  after 
concurring  in  audit  findings. 

How  close  is  that  to  completion  ? 

Mr.  Stepnick.  It  is  winding  up. 

I  can  give  you  a  preliminary  indication  of  the  results  and  submit  a 
more  detailed  report  later  if  you  would  like. 
Mr.  Natjghton.  Fine. 

Mr.  Stepnick.  There  is  room  for  improvement,  certainly. 

Out  of  110  randomly  selected  closed  audit  reports,  let  me  explain 
that  these  are  audit  reports  on  which  there  was  no  controversy  at  the 
time  of  closure.  The  corrective  action  was  promised.  It  was  not  a 
question  of  basic  disagreements. 

The  only  question  was  whether  or  not  something  was  going  to 
happen  after  those  reports  were  issued. 

Out  of  110,  which  we  examined,  in  61  cases  we  have  concluded  that 
adequate  full  action  had  been  taken  to  correct  the  previously  reported 
deficiencies. 

In  the  remaining  49,  however,  full  action  has  not  been  taken. 

There  were  not,  however,  any  cases  where  no  action  at  all  was  taken. 

To  date>  we  have  not  detected  any  general  overall  reasons  for  these 
incomplete  actions.  It  is  clear  to  me,  however,  that  the  operating 
agencies  have  to  monitor  these  corrective  actions  more  fully  and  that 
we  ourselves  have  to  continue  this  audit  followup  program  on  an 
expanded  and  priority  basis. 

[Mr.  Stepnick  subsequently  supplied  the  following  report :] 

Analysis  of  Results  of  Follow-Up  Reviews  of  Actions  Taken  on  Audit 
Agency  Repoets,  May  1976 

background 

The  Audit  Agency  regularly  performs  follow-up  reviews  on  its  previously 
released  reports  to  see  whether  (i)  promised  corrective  actions  were,  in  fact, 
carried  out  and  (ii)  internal  control  systems  employed  by  the  Department's 
principal  operating  components  (POOs)  for  monitoring  and  controlling  these 
actions  were  producing  the  results  intended.  This  analysis  covers  the  first  series 
of  110  follow-up  reviews,  completed  as  of  May  1976. 

SUMMARY  OF  CONDITIONS  NOTED 

In  61  of  the  110  reports  followed-up  on,  adequate  action  had  been  taken  to 
correct  previously  reported  deficiencies.  In  the  remaining  49  full  action  had 
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not  been  taken.  There  were  not.  however,  any  cases  where  no  action  was  taken. 
The  following  table  details  the  results  of  our  follow-up  review  for  each  POC : 


Corrective  action 

Number  of  

reports       Adequate  Inadequate 


OE   37  12  25 

SRS   25  17  8 

H    16  11  5 

SSA     13  7  6 

OHD     19  14  5 


Total   110  61  49 


While  formal  follow-up  procedures  existed  at  some  POCs,  others  had  only 
informal  arrangements.  Our  work  showed  that  all  POCs  could  become  more 
involved  in  seeing  that  promised  corrective  actions  are,  in  fact,  carried-out.  This 
can  best  be  accomplished  by  requiring  progress  reports  and  regularly  scheduled 
selective,  on-site  verifications  at  auditee  sites  with  selections  based  on  the 
materiality  of  the  issues,  and  past  experiences  with  the  auditee  organizations. 
In  summary  reports  recently  issued  to  the  head  of  each  POC,  we  have  recom- 
mended that  they  strengthen  or  formalize  their  follow-up  procedures  to  provide 
additional  assurances  as  to  corrective  actions  taken. 

CURRENT  STATUS 

Individual  reports  on  the  110  follow-up  reviews  are  being  controlled  in  the 
same  manner  as  are  all  Audit  Agency  reports.  That  is,  they  are  entered  into  the 
Agency's  automated  Audit  Information  System  for  control  and  other  purposes 
until  a  satisfactorily  detailed  report  closing  document  is  received  from  the  POC. 

In  the  summary  reports  to  the  head  of  each  POC,  we  have  asked  for  comments 
within  60  days  on  their  plans  for  initiating  or  strengthening  their  internal  audit 
follow-up  procedures. 

FUTURE  ACTIONS 

Follow-up  reviews  on  a  selected  sample  of  previously  released  reports  will  be 
performed  on  a  continuing  basis  by  the  Audit  Agency — reports  summarizing  the 
results  of  these  reviews  will  be  prepared  periodically. 

Mr.  Natjghton.  In  an  August  6, 1975.  letter  to  Secretary  Mathews. 
Chairman  Fountain  urged  that — 

An  immediate  review  be  made  of  personnel  and  resources  being  utilized  for  the 
prevention  of  fraud  and  program  abuse  with  a  view  toward  evaluating  the 
departmental  needs  and  available  resources  and  taking  appropriate  action  to 
insure  a  high  degree  of  cooperation  and  coordination  among  auditors,  investiga- 
tors, and  program  managers. 

Was  any  action  taken  concerning  that  recommendation? 
Mr.  Young.  Yes. 

That  refers  to  the  reports  that  I  and  my  associates  submitted  to  the 
two  appropriations  committees.  We  told  them  what  resources  we  had. 
We  told  them  problems  we  had.  We  also  said,  in  the  case  of  the  Audit 
Agency,  Office  of  Education — and  I  cannot  remember  whether  we 
handled  Mr.  WeikeFs  area  or  not — we  would  probably  be  coming  back 
through  the  normal  budget  process  for  more  resources. 

I  can  guarantee,  as  far  as  the  Secretary  goes,  that  we  will  be  going 
forth  through  the  Office  of  Education.  I  have  not  talked  to  Mr.  Weikel 
yet  as  to  his  needs.  Mr.  Stepnick  has  just  completed  a  review  of  his 
needs. 

We  have  not  quite  come  to  the  conclusion.  That  may  come  in  as  a 
supplemental,  or  it  may  come  in  as  the  regular  1978  budget. 
Also,  Mr.  Walsh  will  be  coming  in  for  additional  resources. 
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Mr.  Naughton.  Was  anything  done  with  respect  to  Chairman  Foun- 
tain's recommendation  except  as  appears  in  the  reports  to  the  appro- 
priations committees? 

Mr.  Young.  What  I  did  is  this. 

Doing  it  for  the  Appropriations  Committee  would  meet  your  needs 
too,  I  thought. 

Mr.  Naughton.  In  effect  you  felt  the  work  done  for  the  Appropria- 
tions Committee  was  sufficient. 

Mr.  Young.  I  was  trying  to  pull  the  pieces  together,  and  I  thought 
doing  it  for  them  would  be  the  same  as  doing  it  for  you. 

Mr.  Naughton.  As  you  know,  the  subcommittee  sent  HEW  a  ques- 
tionnaire last  year  requesting  information  on  units  engaged  in  sig- 
nificant activities  related  to  prevention  or  detection  of  fraud  and 
program  abuse.  So  far  as  we  know,  this  information  had  not  previ- 
ously been  assembled  by  the  department  in  any  readily  available  form. 

Some  weeks  ago,  the  subcommittee  requested  that  the  department 
provide  information  concerning  HEW  units  which  have  particularly 
significant  responsibilities  for  promoting  economy  and  efficiency  in 
preventing  waste. 

Prior  to  our  request,  had  HEW  ever  made  a  comprehensive  survey 
to  ascertain  which  of  its  units  were  engaged  in  particularly  significant 
activities  relating  to  improving  economy  and  efficiency  in  preventing 
waste  in  its  operations  ? 

Mr.  Young.  Not  to  my  knowledge. 

Mr.  Naughton.  Do  any  of  our  witnesses  have  any  idea  how  many 
different  units  of  the  department  have  particularly  significant  respon- 
sibilities relating  to  economy  and  efficiency  ?  How  many  people  within 
those  units  are  engaged  in  carrying  out  those  responsibilities  ? 

Mr.  Young.  It  is  my  understanding  that  that  material  is  about  ready 
to  be  submitted.  We  have  been  putting  that  together.  That  is  what  I 
call  the  economy  efficiency  question. 

Mr.  Naughton.  In  other  words,  when  that  material  is  completed 
the  information  will  be  available;  but  as  of  now,  there  is  no  one 
who  

Mr.  Young.  We  are  about  ready  to  submit  it,  I  am  told. 
[The  material  referred  to  appears  in  app.  3.] 

Mr.  Fountain.  I  am  afraid  we  are  going  to  have  to  cease  our  oper- 
ations here. 

We  will  have  to  recess,  subject  to  the  call  of  the  Chair,  at  which 
time  we  will  complete  our  business. 

I  am  sorry  we  did  not  get  further  along. 

Mr.  Naughton.  Mr.  Chairman,  we  might  want  to  leave  the  record 
open  for  additional  written  questions. 

Mr.  Fountain.  Correct. 

We  can  do  a  lot  of  it  that  way. 

Thank  you  very  much,  gentlemen. 

[Additional  questions  and  answers  appear  in  app.  6.] 

[Whereupon,  at  12  noon,  the  subcommittee  adjourned,  to  reconvene 
subject  to  the  call  of  the  Chair.] 
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Appendix  1. — Report  on  H.R.  5302  by  Department  of  Health, 
Education,  and  Welfare 

Department  of  Health,  Education,  and  Welfabe, 

March  16,  1916. 

Hon.  Jack  Brooks, 

Chairman,  Committee  on  Government  Operations, 
House  of  Representatives,  Washington,  D.C. 

Dear  Mr.  Chairman  :  This  is  in  response  to  your  request  for  a  report  on  H.R. 
5302,  a  bill  "To  establish  the  Office  of  Inspector  General  in  the  Department  of 
Health,  Education,  and  Welfare." 

We  oppose  the  enactment  of  this  bill  for  a  number  of  reasons.  While  we  recog- 
nize the  need  to  increase  and  consolidate  our  investigative  capacity,  to  clarify 
regulations  and  to  otherwise  better  assure  integrity  in  the  use  of  program  funds, 
the  Department  has  already  taken  steps  to  meet  these  needs  in  a  manner  which  is 
more  consistent  with  the  efficient  management  of  the  Department  than  would  be 
the  case  under  H.R.  5302. 

This  bill  would  provide  for  the  establishment  of  an  Office  of  Inspector  General 
(OIG)  in  the  Department,  the  head  of  which  would  be  appointed  by  the  Presi- 
dent with  the  consent  of  the  Senate  for  a  term  of  ten  years.  The  Inspector  Gen- 
eral would  investigate  all  programs  administered  by  the  Department  to  determine 
the  programs'  compliance  with  applicable  laws  and  regulations  and  to  recommend 
corrections  and  improvements.  The  Inspector  General  would  annually  report 
directly  to  the  Congress,  without  prior  approval  by  any  person,  a  summary  of 
each  complaint  received,  the  findings  of  each  investigation  carried  out,  recom- 
mendations with  respect  to  programs  administered  by  the  Department,  and  the 
extent  to  which  such  recommendations  have  subsequently  been  implemented. 
To  assist  this  individual  in  the  carrying  out  of  these  duties  and  responsibilities, 
the  Inspector  General  would  be  able  to  hold  hearings,  receive  testimony  and  issue 
subpoenas  requiring  testimony  and  attendance  of  witnesses  and  production  of 
related  evidence. 

First  of  all,  we  want  to  make  clear  our  intent  to  strengthen  our  current 
capacity  to  conduct  investigations  into  the  possible  fraudulent  use  of  Depart- 
mental funds.  We  need  additional  criminal  investigators,  and  we  have  had  the 
cooperation  of  the  Congress  on  this.  The  recently  enacted  First  Supplemental 
Appropiations  Act  for  fiscal  year  1976  included  thirty  additional  positions  for 
criminal  investigators  in  the  Department  of  Health,  Education,  and  Welfare. 
These  positions  will  be  filled  as  soon  as  qualified  personnel  can  be  hired  or 
trained.  Also,  we  recently  received  authority  to  reprogram  twelve  additional 
positions  for  our  investigative  staff. 

Furthermore,  we  recognize  that  we  also  need  to  consolidate  our  existing 
criminal  investigators  into  one  unit  with  a  staff  that  will  be  independent  of  pro- 
gram operations.  To  that  end,  a  new  Office  of  Investigations  has  been  established, 
reporting  directly  to  the  Under  Secretary.  The  Office  is  composed  of  the  Division 
of  Investigations  in  the  former  Office  of  Investigations  and  Security  (which 
previously  reported  to  the  Assistant  Secretary  for  Administration  and  Manage- 
ment) and  the  Division  of  Investigations  in  the  Social  Security  Administration. 
The  investigative  personnel  previously  assigned  to  the  Social  Security  Adminis- 
tration Investigation  Division  will  continue  to  be  located  in  Baltimore  and  will 
work  primarily  on  the  investigation  of  fraud  in  social  security  programs ;  how- 
ever, they  will  work  under  the  supervision  of  the  head  of  the  new  Office  of 
Investigations. 
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The  effect  of  this  organizational  change  will  be  to  bring  together  the  two 
existing  groups  of  criminal  investigators  within  the  Department.  We  believe 
this  will  be  a  stronger  and  more  independent  force  for  investigating  allegations 
of  fraudulent  use  of  Department  funds. 

Strengthening  of  our  investigative  capacity  is  only  one  part  of  the  effort  we  are 
undertaking  to  strengthen  the  Department's  oversight  of  our  programs.  At  least 
an  equal  effort  will  be  directed  toward  prevention  of  fraud  as  toward  its  detec- 
tion and  punishment. 

The  following  are  illustrative  of  the  major  steps  we  are  taking  directed  toward 
the  prevention  of  fraud  and  abuse : 

We  are  trying  to  identify  deficient  legislation  and  propose  remedies.  An 
example  is  in  the  Guaranteed  Student  Loan  Program,  for  which  we  cur- 
rently have  legislation  before  the  Congress.  This  legislation,  introduced  as 
H.R.  4376,  is  designed  to  correct  inequities  in  the  program,  eliminate  those 
lending  institutions  from  eligibility  which  do  not  appear  able  to  cope  with 
the  job,  and  place  greater  restrictions  on  students  who  default. 

We  are  undertaking  an  extensive  cooperative  effort  with  other  levels  of 
government,  particularly  the  States,  to  clarify  and  enforce  existing  regula- 
tions. As  part  of  this  effort,  we  are  increasing  our  headquarters  and  re- 
gional staff  directed  toward  tightening  up  on  Medicaid  administration. 

In  the  Supplemental  Security  Income  (SSI)  program,  we  are  concentrat- 
ing on  systems  improvements  in  the  data  processing  and  accounting  areas 
and  in  quality  control.  We  are  convinced  that  such  systems  improvements 
are  a  critical  element  in  reducing  errors  in  the  SSI  program.  We  are  also 
identifying  and  seeking  legislative  changes  in  the  program  which  would  im- 
prove accountability  by  simplifying  the  SSI  program.  Annexed  for  your  in- 
formation is  our  letter  of  November  13,  1975,  to  Chairman  Ullman  with  re- 
gard to  H.R.  8911. 

The  steps  being  taken  to  increase  and  consolidate  our  investigative  capacity, 
to  amend  legislation,  to  clarify  regulations,  and  improve  our  internal  systems 
and  controls  seem  to  us  to  be  a  necessary,  comprehensive  approach  to  assure  in- 
tegrity in  the  use  of  Department  funds. 

From  a  management  viewpoint,  we  believe  the  approach  we  have  outlined  above 
is  preferable  to  that  proposed  in  H.R.  5302.  First,  our  approach  ensures  that  the 
investigative  capacity  of  the  Department,  while  being  independent  from  pro- 
gram managers,  will  be  responsible  to  the  Secretary  and  will  be  able  to  be  util- 
ized in  a  manner  consistent  with  his  responsibilities  for  program  compliance  and 
accountability.  The  approach  taken  by  H.R.  5302,  however,  would  severely  limit 
and  impede  the  Secretary's  exercise  of  those  responsibilities. 

Second,  our  approach  is  consistent  with  the  coordination  of  this  investigative 
function  with  other  functions  of  the  Secretary  such  as  program  evaluation  and 
financial  management.  H.R.  5302  would  result  in  extensive  duplication  and  over- 
lap between  these  existing  functions  and  those  of  the  proposed  Inspector  General. 

Finally,  the  approach  we  have  adopted  recognizes  the  responsibiity  of  the  Ex- 
ecutive Branch  for  enforcement  of  program  requirements.  H.R.  5302  woud  frag- 
ment and  diffuse  that  responsibility  by  assigning  it  to  a  totally  new  entity  not 
clearly  accountable  to  either  the  Executive  or  Legislative  Branch. 

For  the  above  reasons  we  recommend  that  H.R.  5302  not  be  favorably  consid- 
ered and  that  the  Congress  instead  act  favorably  on  our  legislative  recommenda- 
tions to  improve  the  administrative  and  operational  efficiency  of  the  Guaranteed 
Student  Loan  program  and  the  SSI  program. 

We  are  advised  by  the  Office  of  Management  and  Budget  that  there  is  no  ob- 
jection to  the  presentation  of  this  report  from  the  standpoint  of  the  Adminis- 
tration's program. 
Sincerely, 

Maejobie  Lynch. 

Under  Secretary. 


Appendix  2— Comments  on  H.E.  5302  and  Kelated  Bills  by 
General  Accounting  Office 

COMPTROLLER  GENERAL  OF  THE  UNITED  STATES, 

Washington,  D.C.,  June  11, 1976. 

Hon.  Jack  Brooks, 

Chairman,  Committee  on  Government  Operations, 
House  of  Representatives. 

Dear  Mr.  Chairman  :  This  is  in  response  to  your  request  for  our  comments 
on  H.R.  5302,  94tli  Congress,  which  would  establish  an  Office  of  Inspector  General 
in  the  Deparment  of  Health,  Education,  and  Welfare  (HEW).  Our  comments 
also  apply  to  H.R.  5303,  H.R.  6600,  and  H.R.  9266,  94th  Congress,  which  are 
virtually  identical  to  H.R.  5302. 

In  1975  the  Intergovernmental  Relations  and  Human  Resources  Subcommit- 
tee of  the  House  Committee  on  Government  Operations  held  hearings  on  HEW's 
capabilities  to  prevent  and  detect  fraud  and  abuse  in  its  programs.  During  these 
hearings,  the  need  for  a  HEW  Inspector  General  was  discussed.  Also,  our  report 
entitled  "Improvements  Needed  in  Medicaid  Program  Management  Including 
Investigations  of  Suspected  Fraud  and  Abuse"  (B-164031(3),  April  14,  1975) 
recommended  that  HEW  establish  a  joint  Medicare/Medicaid  fraud  and  abuse 
unit.  A  copy  of  the  report  is  enclosed  for  your  convenience. 

With  regard  to  the  specific  provisions  of  H.R.  5302  and  the  other  bills,  we 
offer  the  following  comments  : 

Section  3(a)  (misprinted  as  3(c)  in  H.R.  5303  and  H.R.  9266)  of  the  bills 
authorizes  the  Inspector  General  to  appoint  and  fix  the  pay  of  such  personnel  as 
he  deems  advisable.  We  believe  that  the  bill  should  be  amended  to  establish  a 
ceiling  on  the  salaries  that  may  be  paid  to  such  personnel  and  to  provide  that 
their  appointment,  as  well  as  their  classification  and  compensation,  be  subject  to 
the  provisions  of  title  5  of  the  United  States  Code. 

Section  4(a)  of  the  bills,  setting  forth  the  functions  of  the  Inspector  General, 
seems  to  overlap  the  responsibilities  and  activities  of  the  HEW  Audit  Agency, 
which  conducts  periodic  audits  to  identify  problems  in  State  Medicaid  programs 
and  in  the  Federal  administration  of  such  programs.  To  avoid  any  duplication  of 
effort  and  to  eliminate  any  question  of  area  of  responsibility,  we  suggest  that 
section  4(a)  be  revised  either  to  indicate  whether  the  HEW  Audit  Agency  would 
be  included  within  the  Office  of  Inspector  General  or  to  more  specifically  define 
the  type  of  matters  which  the  Office  of  Inspector  General  would  be  responsible 
for  investigating. 

Section  4(b)  provides  that  the  Inspector  General  submit  an  annual  report 
to  the  Congress  and  the  Secretary  of  HEW,  setting  forth  "a  summary  of  each 
complaint"  with  respect  to  HEW  programs  subject  to  investigation  by  the  In- 
spector General;  "the  findings  of  each  investigation  carried  out  during  the 
year  *  *  *  ;"  and  his  recommendations  to  the  Secretary  and  the  extent  to  which 
they  have  been  carried  out.  This  provision  appears  to  be  very  broad.  The  lan- 
guage should  be  modified  to  describe  more  specifically  what  the  Congress  wants 
in  the  report  (i.e.,  a  statistical  summary  of  the  type  of  complaints,  the  number 
referred  for  administrative  and/or  legal  action,  and  the  number  of  prosecutions). 
Section  4(b)  further  provides  that  "the  Inspector  General  shall  directly  trans- 
mit such  report  to  the  Congress  and  may  not  be  required  by  any  person  to  sub- 
mit such  report  to  such  person  for  appraisal  prior  to  such  transmission." 
Although  we  have  no  particular  objection  to  independent  reporting  authority, 
H.R.  5302  does  not  contain  any  provision  that  requires  the  Inspector  General 
to  be  responsible  to  anyone  in  HEW.  We  believe  that  the  following  clause  could 
be  added  which  would  adequately  define  the  independence  of  the  Inspector 
General : 

"The  Inspector  General  shall  report  to  the  Secretary  of  Health,  Education, 
and  Welfare ;  and  in  carrying  out  the  functions  vested  in  him  by  this  section,  the 
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Inspector  General  shall  not  be  under  the  control  of,  or  subject  to  supervision  by, 
any  officer  of  the  Department  of  Health,  Education,  and  Welfare,  other  than  the 
Secretary." 

This  language  appeared  in  section  330  of  the  October  6,  1972,  Senate-passed 
version  of  H.R.  1  which  would  have  established  an  Inspector  General  for  Health 
Administration.  The  Inspector  General  provision  was  dropped  in  conference  and 
therefore  was  not  included  in  the  Social  Security  Amendments  of  1972,  Pub.  L. 
No.  92-603,  86  Stat.  1329. 

Section  5(a)  authorizes  the  Inspector  General  to  secure  directly  from  any 
agency  of  the  Federal  Government  any  information  that  he  deems  necessary. 
This  language  seems  to  be  unnecessarily  broad.  The  Committee  may  wish  to 
consider  a  qualification  to  specify  more  clearly  the  type  of  information  which 
may  be  required  to  be  provided  by  Government  agencies. 
Sincerely  yours, 

Pv.F.  Keller, 
Deputy  Comptroller  General  of  the  United  States. 


Appendix  3. — Report  on  HEW  Units  and  Personnel  With 
Significant  Economy  and  Efficiency  Responsibilities 


On  March  15,  1976,  the  Subcommittee  asked  HEW  to  provide  the  following 
information :  "...  a  list  identifying  and  briefly  describing  each  unit  of  HEW 
which  is  considered  to  have  significant  responsibility  for  combating  waste  and 
inefficiency  in  the  Department's  programs.  In  addition  to  a  concise  statement  of 
the  unit's  responsibilities  and  activities,  the  descriptions  should  also  give  the 
manpower  and  monetary  resources  available  to  the  unit  and  the  types  of  reports 
and/or  recommendations  generated." 

The  following  report  was  subsequently  provided : 

Department  of  Health,  Education,  and  Welfare, 

Office  of  the  Secretary, 
Washington,  D.G.,  June  11, 1976. 

Mr.  James  R.  Naughton, 

Counsel,  Intergovernmental  Relations,  and  Human  Resources  Subcommittee, 
Committee  on  Government  Operations,  House  of  Representatives,  Rayburn 
House  Office  Building,  Washington,  D.C. 
Dear  Mr.  Naughton:  The  information  furnished  here  responds  to  your  re- 
quest for  information  concerning  units  which  are  considered  to  have  significant 
responsibilities  for  combatting  waste  and  inefficiency  in  the  Department's 
programs. 

Combatting  waste  and  inefficiency  should  be  an  objective  for  every  employee 
of  the  Department  of  Health,  Education,  and  Welfare  (HEW)  and  is,  of  course, 
a  prime  responsibility  for  program  managers  and  other  policy  officials.  As  the 
Department's  staff  has  discussed  with  you  at  several  work  sessions,  the  request 
poses  definitional  problems  in  assembling  the  information  so  as  to  be  most  useful 
to  you.  In  order  to  be  responsive  to  your  request,  we  have  included  in  our  listing 
only  those  organizational  units  which  met  the  following  criteria : 
The  units  should  be  independent  of  program  operations ; 
The  units  should  not  have  as  their  primary  purpose  the  identification  of 
fraud  and  program  abuse ;  and 

The  units  should  have  a  significant  responsibility  for  the  review,  audit, 
monitoring  or  evaluation  of  program  operations. 
You  will  note  that  because  of  the  wide  variation  in  program  operations  and 
objectives  among  HEW  programs,  the  organizational  location  and  operational 
methods  used  in  combatting  waste  and  inefficiency  are  not  necessarily  uniform. 
However,  there  is  the  common  objective  of  assisting  program  managers  to 
increase  the  efficiency  of  program  operations. 

Please  let  me  know  if  we  can  be  of  any  further  help. 
Sincerely, 

William  S.  Ballenger. 
Deputy  Assistant  Secretary  for  Congressional  Liaison. 

Enclosures. 

TAB  A — List  of  Units  With  Significant  Responsibility  for  Combating 
Waste  and  Inefficiency 

units  of  the  department  with  significant  responsibility  for  combating 
waste  and  inefficiency 

I.  Office  of  the  Secretary 

Office  of  Administration  and  Management — 
Office  of  Grants  and  Procurement  Management 

*  Division  of  Analysis  Review  and  Compliance 
*  Office  of  Management  Planning  and  Technology 


*See  footnote  at  end  of  article. 
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Office  of  the  Comptroller — 

*  HEW  Audit  Agency 
Office  of  Finance 

*  Division  of  Accounting  Systems  and  Procedures 

*  Division  of  Financial  Planning  and  Analysis 

*  Division  of  Financial  Management  Standards  and  Procedures 

*  Office  of  Budget 

*  Office  of  Planning  and  Evaluation 

*  Office  of  Regulatory  Review 

77.  Office  of  Human  Development 

Office  of  Administration  and  Management — 

*  Division  of  Budget  and  Financial  Management 

*  Division  of  Grants  and  Contracts  Management 

*  Management  Analysis  Staff 

777.  Public  Health  Service 

Office  of  the  Assistant  Secretary  for  Health — 

*  Office  of  Quality  Standards 

*  Office  of  Administrative  Management 

*  Office  of  Policy  Development  and  Planning 

*  Office  of  Regional  Operations 
Health  Services  Administration — 

*  Office  of  Planning,  Evaluation  and  Legislation 

*  Office  of  Management 

*  Bureau  of  Quality  Assurance 
Food  and  Drug  Administration — 

*  Office  of  Administration 

*  Office  of  Planning  and  Evaluation 
Health  Resources  Administration — 

*  Office  of  Operations  and  Management 

*  Office  of  Planning,  Evaluation  and  Legislation 
National  Institutes  of  Health — 

*  Office  of  Program  Planning  and  Evaluation 

*  Office  of  Administration 
Center  for  Disease  Control — • 

*  Office  of  Program  Planning  and  Evaluation 

*  Office  of  Administrative  Management 

Alcohol,  Drug  Abuse  and  Mental  Health  Administration — 

*  Office  of  Program  Planning  and  Evaluation 

*  Office  of  Program  Coordination 

*  Office  of  Administrative  Management 

IV.  Social  Security  Administration 

Office  of  Management  and  Administration — 

*  Office  of  Administrative  Appraisal  and  Planning 

*  Office  of  Financial  Management 

*  Office  of  Quality  Assurance 

*  Office  of  Data  Development 

*  Office  of  Human  Resources 

*  Office  of  Operating  Facilities 

*  Technical  Resources  Staff 
Office  of  Program  Operations — 

*  Evaluation  and  Special  Projects  Staff 

*  Office  of  Management 

*  Office  of  Operations,  Systems  and  Coordination 
Office  of  the  Regional  Commissioner : 

*  Program  Evaluation  Staff 

*  Division  of  Management 

*  Division  of  Operational  Support 

*  External  Affairs  Staff 

Office  of  Program  Policy  and  Planning — 

*  Office  of  Program  Evaluation  and  Planning 
Office  of  Research  and  Statistics 

*  Division  of  Health  Insurance  Studies 

*  Evaluation  and  Measurement  Systems  Staff 


♦See  footnote  at  end  of  article. 
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Office  of  External  Affairs— 

*  Office  of  Public  Inquiries 
*  Office  of  Advanced  Systems 
Bureau  of  Hearings  and  Appeals — 

*  Assistant  Bureau  Director,  Administration 

*  Assistant  Bureau  Director,  Appeals  Operations 

*  Assistant  Bureau  Director,  Policy  and  Procedures 

V.  Social  and  Rehabilitation  Service 
Office  of  Financial  Management — 

*  Division  of  State  Grants  Administration 

*  Division  of  Special  Claims 

*  Division  of  Budget 

*  Division  of  Project  Grants  Administration 

*  Regional  Offices 
Office  of  Management — 

*  Office  of  Special  Initiatives 
(Regions — Special  Initiatives  Staffs) 

Office  of  Planning,  Research,  and  Evaluation — 

*  Office  of  Program  Analysis  and  Evaluation 

VI.  Education  Division 
Office  of  Education — 

*  Office  of  the  Commissioner 

*  Office  of  Management 

*  Office  of  Planning 


♦Indicates  a  description  will  be  provided  in  Tab  B. 
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Appendix  4. — Status  Keport  on  Annual  Audit  Follow-up  Plan 
as  or  December  31,  1975 

Department  of  Health,  Education,  and  Welfare, 

Office  of  the  Secretary, 

March  17,  1976. 

To  :  The  Under  Secretary. 

Through  :  ES  ,  C  . 

From  :  Director,  HEW  Audit  Agency. 

Subject :  Status  report  on  annual  audit  followup  plan  as  of  December  31,  1975— 
Information  Memorandum. 
This,  the  second  report  for  fiscal  year  1976,  comments  on  the  Principal  Oper- 
ating Components'  (POCs)  progress  in  meeting  their  objectives  for  reducing 
the  number  of  open  audit  reports  and  resolving  major  audit  issues. 

The  number  of  open  audit  reports  has  increased,  indicating  slippage  in  POC 
efforts  during  the  last  quarter.  An  overview  of  this  phase  of  the  plan  follows: 
Open  audit  reports  awaiting  POC  action  totalled  1,321.  Involved — numer- 
ous recommendations  for  management  improvements  as  well  as  financial 
questions  relating  to  $160.7  million,  $95.5  million  of  which  are  in  reports 
over  six  months  old  (Tab  A) . 

Reports  over  six  months  old  totaled  490  compared  to  434  as  of  September 
30 — an  increase  of  56.  Also,  the  490  reports  are  316  more  than  POCs  set 
goals  for  December  31  of  174.  All  POCs  missed  their  targets  with  OE  having 
the  poorest  showing  ( Tab  B ) . 

Action    taken    to    recover    audit-recommended    financial  adjustments 
amounted  to  less  than  $3  million,  a  decrease  of  about  $11  million  compared 
to  the  quarter  ended  September  30  (Tab  C). 
The  picture  with  respect  to  POC  actions  in  resolving  major  issues  developed 
as  a  result  of  audit — problems  noted  by  audit  at  several  audit  sites — is  generally 
brighter.  Except  for  the  Education  Division,  all  POCs  show  continued  progress 
with  many  objectives  completed  on  or  near  schedule.  A  summary  by  POC  is 
shown  in  Tab  D. 

Follow-up  reviews  of  selected  individual  audits  to  determine  whether  POC 
agreed-upon  actions  have  been  implemented,  are  still  in  progress.  A  report  on  the 
results  of  completed  reviews  will  be  submitted  to  you  by  April  30,  1976. 

As  in  the  past,  a  copy  of  this  report  has  been  furnished  to  each  POC. 

Edward  W,  Stepnick. 

Enclosures. 

TAB  A.— AUDIT  REPORTS  AWAITING  CLOSING  ACTIONS,  DEC.  31,  1975 


[Dollar  amounts  in  millions] 


Total 

Amount 

Reports  over 

Amount 

POC 

reports 

of  findings 

6-mo.  old 

of  findings 

Education  Division: 

Office  of  Education   .  

  637 

$68.0 
.8 

273 

$52.5 
.6 

National  Institute  of  Education  

  19 

18 

Social  and  Rehabilitation  Service.  _ 

  43 

58.1 

10 

25.5 

Public  Health  Service            .__  . 

  122 

5.3 

29 

3.4 

Social  Security  Administration...  .   

  123 

20.1 

85 

10.2 

Office  of  Human  Development    

  377 

8.3 

75 

3.3 

Total  

  1, 321 

160.7 

490 

95.6 

Note:  Differences  due  to  rounding. 

(100) 
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TAB  B.— CHANGES  IN  NUMBERS  OF  AUDIT  REPORTS  OVER  6  MO.  OLD,  SEPTEMBER  TO  DECEMBER  1975 


Numbers  of  reports 

POC— Set 

Increase 

goals  for 

POC 

Sept.  30,  1975 

Dec.  31, 1975 

(decrease) 

Dec.  31,  1975 

Education  Division: 

Office  of  Education       _  . 

  262 

273 

11 

81 

National  Institute  of  Education.  .   „  .. 

  19 

18 

8 

Social  and  Rehabilitation  Service.            '•  . 

  10 

0 

<i> 

0 

Puolic  Health  Service                           .  . 

  23 

29 

6 

15 

Social  Security  Administration   

  81 

85 

4 

60 

Office  of  Human  Development  _   

  39 

75 

36 

10 

Total  

  434 

490 

56 

174 

Tab  C 

Acceptance  of  audit-recommended  financial  adjustments  by  principal  operating 
component  (POC)  (for  the  quarter  ended  December  31,  1915) 


Principal  operating  component 

Education  division :  Amount 

Office  of  Education   $100,  000 

National  Institute  of  Education    

Social  and  Rehabilitation  Service   1,  900,  0OO 

Public  Health  Service   200,000 

Social  Security  Administration   200,  000 

Office  of  Human  Development   600,  000 


Total   -   3,  000,  000 


Note. — Differences  due  to  rounding. 

Status   of   Progress   on   Issues   in   FY   1976  Audit   Follow-up  Plans — 

December  31,  1975 

introduction 

As  part  of  the  Department's  Audit  Follow-Up  Procedures,  each  principal  op- 
erating component  (POC)  is  required  to  submit  an  Annual  Audit  Follow-Tjp 
Plan  to  the  Assistant  Secretary,  Comptroller  to  detail  actions  planned  to  re- 
solve major  audit  issues  (mostly  problems  existing  at  several  audit  sites — 
indicating  a  continuing  trend  which  if  not  corrected,  will  seriously  detract  from 
program  performance). 

Status  on  plan  accomplishments  are  reported  on  quarterly.  This  report  high- 
lights POC  reported  status  on  fiscal  year  1976  plan  accomplishments  as  of  De- 
cember 31,  1975. 

OFFICE   OF  EDUCATION 

(Very  substantive  issues — corrective  action  on  most  behind  schedule) 

1#  issue.— Local  education  agencies  (LEAs)  are  using  ESEA  Title  I  funds- 
intended  for  educationally  deprived  children— for  other  purposes,  e.g.,  program 
benefitting  all  children.  To  correct,  OE  must  help  States  to  better  administer 
Title  I  funds,  and  provide  needed  technical  assistance  to  LEAs.  (carry-over  issue 
from  fiscal  year  1975.)  .  .       j    .     A   .  _         4JiK  .   ,  ... 

Status. — OE  initiated  many  corrective  actions  during  fiscal  year  19. o  but  did 
not  complete  many.  Involved:  conducting  State  program  reviews,  disseminating 
additional  guidance  for  developing  and  approving  projects;  holding  workshops 
with  State  staffs  to  disseminate  information  on  successful  programs.  Corrective 
action  about  50  percent  complete.  OE  now  estimates  completion  by  June  30,  19  <  6. 

2  Issue.— Individual  ESEA  Title  I  audit  reports  are  not  being  resolved  in  a 
timely  manner.  Result:  the  five  year  statute  of  limitations  pertaining  to  re- 
covery of  monetary  exceptions  is  precluding  recovering  misspent  funds.  Sig- 
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nificant  amounts  of  funds  already  lost;  the  amount  is  increasing  daily.  (Carry- 
over issue  from  fiscal  year  1975) 

Status. — OE  scheduled  many  corrective  actions  in  fiscal  year  1975  but  did  not 
complete.  OE  needs  to  revise  its  settlement  procedures  to  assure  timely  is- 
suance of  final  audit  determination  letters.  New  target  date  for  completion  of 
December  31,  not  met — now  pushed  back  to  June  30,  1976. 

3.  Issue. — A  GAO  audit  report  called  for  numerous  changes  and  improvements 
in  Federal  library  support  programs.  States  were  said  to  be  retaining  large 
portions  of  Federal  public  library  funds  for  administration,  support  sevices,  and 
Statewide  programs — thus  reducing  funds  available  to  provide  new  or  improved 
library  services  at  the  local  level — particularly  for  the  urban  and  rual  dis- 
advantaged. Improvements  were  recommended  in  the  State's  application  of  stand- 
ards for  identifying  schools  needing  materials  and  funding;  in  assessments  of 
State  needs  for  new  or  improved  services  ;  and  in  considering  the  need  for  priority 
treatment  for  low-income  areas  in  distributing  funds. 

Status. — Actions  planned  to  implement  GAO  recommendations  on  schedule — 
completion  set  for  June  30,  1976.  Final  regs  which  in  effect  give  funding  priority 
to  schools  with  greatest  needs,  are  awaiting  clearance — States  are  being  pro- 
vided with  technical  assistance  on  how  to  best  allocate  funds. 

4.  Issue. — GAO  reported  that  use  made  of  Federal  vocational  education  funds 
liael  not  been  adequately  evaluated  at  Federal,  State,  or  local  levels.  To  expand 
vocational  opportunities  and  increase  program  effectiveness,  GAO  recommended 
a  number  of  actions  to  improve  present  practices  in  planning  programs,  distribut- 
ing funds,  using  resources,  and  relating  training  to  employment. 

Status.- — All  corrective  actions  were  scheduled  for  completion  by  December  31, 
1975.  Now  targeted  for  completion  in  May.  Major  accomplishments  to  date :  local 
application  requirements  in  State  plans  reviewed — action  underway  to  form  an 
Interdepartmental  Coordination  Council  on  Occupational  Education. 

5.  Issue. — GAO  and  the  HEW  Audit  Agency  have  identified  many  problems 
with  OE's  administration  of  the  Guaranteed  Student  Loan  Program  (GSLP). 
Some,  such  as  weaknesses  in  OE's  automated  accounting  systems  are  long  stand- 
ing while  others,  pertaining  to  claims  examination  and  collection  procedures  are 
more  recent.  OE  has  scheduled  four  major  objectives  designed  to  improve  GSLP 
administration.  These  call  for  a  major  overhauling  of  the  automated  GSL  sys- 
tem ;  developing  consistent  standards  for  program  administration  and  reporting 
implementing  compliance  tracking  and  collections  operating  procedures ;  and 
monitoring  regional  performance  in  claims  examinations,  collection  activity,  and 
field  examinations. 

Status. — Some  progress  is  being  made,  but  OE  is  experiencing  significant  slip- 
page in  meeting  milestone  targets — many  slipping  into  fiscal  year  1977.  Accom- 
plishments include  partial  completion  of  the  preliminary  design  of  a  successor 
GSL  system  and  pre-claims,  claims,  and  collection  subsystems.  Also,  OE  has  is- 
sued a  Collection  Manual.  A  Federal  Insured  Student  Loan  Manual — providing 
for  consistent  standards  for  program  administration  and  reporting — is  being 
developed.  Quarterly  reports  on  claims  are  being  received;  used  as  monitoring 
tools.  Some  slippage  reported  in  converting  accounts  to  repayment  status. 

6.  Issue. — There  has  been  a  mounting  delinquency  rate  in  the  National  Direct 
Student  Loan  Program  (NDSL).  Many  school  lenders  have  rates  of  over  50 
percent,  (carry-over  issue  from  fiscal  year  1975) 

Status. — OE's  original  plan  called  for  terminating  the  program  at  institutions 
having  delinquency  rates  over  50  percent,  and  identifying  those  with  rates  in 
excess  of  15  percent.  Thus  far  institutions  with  an  over  50  percent  rate  have 
been  identified.  Plans  to  terminate  them  are  vague.  A  required  report  to  the  Sec- 
retary on  this  problem  is  scheduled  for  June  1976. 

SOCIAL  AND  REHABILITATION  SERVICE 

1.  Issue. — Stems  from  a  national  review  of  the  Child  Care  Services  program. 
Disclosed  that  the  quality  of  day  care  services  could  be  enhanced  if  monitoring 
by  Federal  and  States  agencies— of  compliance  with  health  and  safety  stand- 
ards— was  improved.  Other  improvements  needed  in  the  quality  of  measurements 
used  to  determine  program  effectiveness,  and  in  controls  in  place  over  payments 
to  child  care  providers  under  contracts. 

Status. — Expansion  of  a  similar  issue  in  fiscal  year  1975 ;  some  items  carried 
over.  On  target  as  of  December  31.  Most  remaining  actions  targeted  for  comple- 
tion by  March  31,  with  full  completion  by  September  30.  Completed  actions  in- 
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elude:  the  letting  of  contracts  to  develop  day  care  cost  benefit  models  ...  to 
evaluate  State  and  local  management  systems  .  .  .  determining  cost  effective- 
ness in  day  care.  Scheduled  for  completion  in  April,  May,  and  September.  SRS 
plans  release  of  a  program  regulation  guide  (scheduled:  February  /March ) . 

2.  Issue. — Administrative  costs  of  Agriculture's  food  stamp  program  are  being 
incorrectly  allocated  to  public  assistance  programs  (through  inclusion  in  State- 
wide indirect  cost  allocation  plans )  by  States.  Requires  considerable  analysis  to 
identify  and  remove  from  consideration  of  amounts  due. 

Status. — This  is  a  continuing  activity ;  has  been  incorporated  as  a  matter  of 
considerable  emphasis  by  SRS  in  their  on-site  reviews  of  State's  cost  allocation 
plans ;  was  incorporated  by  SRS  into  their  OPS  tracking  system. 

(Note. — SRS  has  transferred  two  other  issues  to  the  Secretary's  OPS  system 
for  tracking  purposes.) 

PUBLIC  HEALTH  SEKVICE 

1.  Issue. — Audit  showed  that  regional  administration  of  the  Health  Center 
Program  needed  strengthening.  Involved :  establishing  standards  for  evaluating 
project  performance  and  accomplishments ;  developing/disseminating  guidance 
on  improving  project  financial  and  administrative  management ;  and  establishing 
uniform  guidelines  for  monitoring  project  financial/administrative  practices  dur- 
ing on-site  visits,  (carry-over  from  fiscal  year  1975) 

Status. — Completed  as  of  December  31  except  one  item — developing  updated 
guidelines  for  the  Family  Planning  Program — completion  scheduled  for 
January  1976. 

2.  Issue. — A  GAO  study  identified  ways  to  reduce  costs  of  constructing  and 
operating  health  facilities  built  with  assistance  under  the  Public  Health  Service 
Act.  Among  actions  recommended:  (1)  completing  .and  publishing  information 
on  essential  factors  in  project  planning,  (2)  exploring  the  feasibility  of  reusing 
hospital  designs,  and  (3)  adopting  a  common  set  of  construction  requirements 
for  HEW-administered  programs,  (carry-over  from  fiscal  year  1975) 

Status. — Essentially  completed  but  for  one  item  :  publishing  information  on  the 
essential  factors  in  project  planning.  Scheduled  for  completion  in  June  1976. 

3.  Issue. — GAO  noted  that  grantees  lacked  adequate  records  to  comply  with 
HEW  instructions  to  carefully  screen  existing  equipment  before  purchasing  more. 
They  recommended  development  and  publication  of  guidelines  to  assist  grantees 
on  how  best  to  comply  with  HEW  instructions. 

Status. — Necessary  guidelines  developed— issuance  delayed  pending  OMB 
publication  of  new  property  management  standards. 

4.  Issue. — Audits  showed  limited  progress  made  to  implement  the  Department's 
policy  of  evenutally  replacing  direct  Federal  support  of  health  delivery  projects 
with  increased  third-party  reimbursements.  Corrective  actions  necessary  included 
providing  grantees  with  necessary  technical  manuals  and  materials  as  well  as 
increased  emphasis  on  development  of  financial  plans,  (carry-over  from  fiscal 
year  1975) 

Status. — Action  essentially  completed  as  of  December  31,  1975. 

5.  Issue. — GAO's  review  of  the  Community  Mental  Health  Center  Program 
concluded  that  planning,  as  it  relates  to  (i)  the  area  to  be  served,  and  (ii)  serv- 
ices to  be  provided,  could  be  improved.  Further,  centers  needed  to  improve  their 
(1)  capability  to  operate  without  Federal  assistance,  (2)  program  evaluation 
efforts,  and  (3)  working  relationships  with  State  hospitals.  Changes  in  the  man- 
agement of  construction  resources  were  also  thought  necessary. 

Status. — PHS  has  developed  five  action  steps  ...  a  comprehensive  plan, 
and  on  target  as  of  December  31.  A  representative  sample  of  actions  taken : 
interim  guidelines  for  State  Comprehensive  Mental  Health  Plans  and  for  State 
Plans  for  facilities  and  Construction  (fiscal  year  1976) — issued  October 
1975  ...  a  uniform  site  visit  guide  developed  with  regional  coordination  ;md 
field  tested  .  .  .  and  specific  regulations  regarding  center  coordination  with  other 
agencies  under  development. 

6.  Issue. — Raw  meat  and  poultry  products  contaminated  with  salmonella  GAO 
reports  are  reaching  the  market.  Federal  efforts  to  control  this  problem  were  said 
to  be  piece-meal  (because  of  the  complexity  of  the  problem  and  other  reasons). 
GAO  felt  the  recommendations  of  FDA  and  USDA  task  forces — formed  rn  review 
the  salmonella  problem — should  be  implemented  and  that  a  consumer  education 
program  ought  to  be  initiated,  with  periodic  measuring  of  its  effectiveness. 

Status. — PHS  completed  a  plan  to  implement  GAO's  recommendations.  They 
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have  published  and  implemented  the  Food  Service  Sanitation  Model  Ordinance 
and  Code. 

A  meeting  was  held  to  deal  with  microbiological  contamination  in  the  trans- 
portation of  foods  and  feeds  during  bulk  shipment  in  interstate  traffic  ...  a  task 
force,  formed  to  deal  with  this  problem,  has  submitted  corrective  action  plans. 
Work  continues  on  intensifying  consumer  education  efforts  .  .  .  encouraging  the 
Voluntary  Cooperative  Salmonella  Program  .  .  .  and  carrying  out  a  program  of 
emphasizing  the  potential  health  hazards  associated  with  handling  raw  meat  and 
poultry  to  consumers. 

7.  Issue. — GAO's  review  of  the  Health  Professions  Student  Assistance  Program 
noted  (1)  a  need  for  schools  to  have  uniform  criteria  to  apply  to  determine 
student  need,  (2)  specific  requirements  that  all  sources  of  aid  should  be  con- 
sidered and  coordinated  (especially  Federal)  in  meeting  student  needs,  (3)  that 
schools  needed  to  establish  tighter  collection  procedures,  and  (4)  that  the  pro- 
gram needed  closer  monitoring. 

Status. — PHS  has  developed  a  plan  to  implement  each  GAO  recommendation. 

The  plan  is  in  process  and  on  schedule.  By  March,  PBS  plans  to  have  completed 
developing  regulations  and  criteria  for  determining  how  scholarship  funds  are 
to  be  awarded  students  .  .  .  and  a  milestone  calling  for  "encouraging  participat- 
ing schools  to  establish  good  internal  controls,  improve  operating  records  and 
develop  aggressive  and  thorough  collection  procedures." 

8.  Issue. — Many  Audit  Agency  reports  on  the  Health  Maintenance  Organi- 
zation Program  showed  improved  administration  was  needed  in  (1)  monitoring 
HMO  grantee  activities,  (2)  evaluating  continuation  grant  applications,  and 
(3)  in  the  overall  planning  and  implementing  of  HMO  operations.  The  reports 
also  showed  certain  potential  organizational  structure  and  staffing  problems. 

Status. — PHS  has  developed  and  completed  a  plan  of  action  to  correct  these 
deficiencies.  Representative  of  the  actions  taken:  (i)  development  and  imple- 
mentation of  a  bulletin,  "HMO  Technical  Assistance  Monitoring  Plan"  and  (ii) 
establishment  of  uniform  requirements  for  systematic  program  reviews  by 
regional  personnel — and  submission  of  quarterly  reports  of  financial  position 
by  HMO  grantees. 

9.  Issue. — The  Indian  Health  Service,  according  to  GAO,  needed  to  (1) 
improve  its  ongoing  maternal  and  child  health  programs,  (2)  provide  a  more 
comprehensive  diagnostic  and  control  program  over  otitis  media  (a  disease  of 
the  inner  ear,  prevalent  among  Indians),  (3)  improve  environmental  conditions 
affecting  Indian  Health,  (4)  improve  management  of  TB  control  programs,  (o) 
provide  more  extensive  epidemiological  control  programs  for  VD,  and  (6) 
become  more  involved  in  Indian  Alcoholism  projects. 

Status. — PHS'  plan  for  corrective  action  is  partially  complete.  Remaining 
parts  are  either  ongoing  activities  or  scheduled  for  completion  later  in  the 
fiscal  year.  Increasing  numbers  of  Indian  mothers  are  visiting  physicians  early 
in  their  pregnancy.  The  training  of  native  audiometric  technicians  is  being 
expanded. 

10.  Issue. — GAO  reported  that  professional  staffing  levels  at  health  centers 
were  not  based  on  realistic  demands  for  physician  and  dentist  services.  They 
recommended  development  of  professional  staff  utilization  standards,  and  that 
staffing  levels  be  based  on  realistic  demands.  Other  areas  cited  by  GAO  as 
needing  improvement  concerned  (i)  increasing  the  frequency  of  Central  Office 
site  assessment  visits,  and  (ii)  following  up  on  the  implementation  of  planned 
corrective  action  for  evaluation  activities. 

Status. — PHS'  plan  to  implement  each  of  the  recommendations  was  com- 
pleted in  September  1975.  Many  actions;  included:  program  performance 
standards  developed  also  funding  criteria  which  emphasizes  relationship  of 
performance  to  refunding  decisions.  Cost  reporting  was  implemented  for  all 
projects. 

11.  Issue. — A  GAO  report  stated  that  many  skilled  nursing  home  facilities 
did  not  meet  certain  safety  standards;  were  improperly  classified  as  to  con- 
struction type  :  were  improperly  granted  sprinkler  waiver  :  and  had  not  comnlied 
with  plans  to  correct  fire  safety  deficiencies.  Accordingly,  they  recommended  the 
Office  of  Nursing  Home  Affairs:  (1)  insure  more  uniform  interpretation  of 
the  Life  Safety  Code  and  imnrove  oualitv  of  inspections.  (2)  strengthen  the 
administration  of  waiver  provisions,  and  (3)  issue  timely  correction  of  deficien- 
cies noted  during  inspection. 

Status. — PHS'  plan  to  implement  GAO's  recommendations  is  on  target.  Ttems 
still  onpn  are  ongoing  activities  scheduled  for  completion  later  this  fiscal  vpar. 
A  single  source  reference  point  for  interpretation  of  Life  Safety  Code  stand- 
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ards  was  established  (Office  of  Facilities  Engineering  and  Property  Manage- 
ment). Regional  offices  were  furnished  with  info  on  Code  interpretations  re 
waivers.  Additional  training  for  Code  "surveyors"  scheduled. 

SOCIAL  SECURITY  ADMINISTRATION 

1.  Issue. — Audit  Agency  review  of  retirement  and  survivors  insurance  (RSI) 
payment  records  identified  numerous  cases  of  beneficiaries  (i)  who  previously 
collected  Disability  Program  benefits  but  (ii)  subsequently  had  earnings  that 
could  raise  their  RSI  benefit  amount.  SSA  was  unable,  however,  to  process  these 
changes  in  a  timely  manner.  There  was  about  1.5  million  recomputation  actions 
pending  with  additions  averaging  16.5  thousand  per  month.  An  automated 
recomputation  system  was  needed  to  process  these  cases  more  quickly. 

Status. — Two  stages  of  a  three-part  plan  of  corrective  action  are  completed. 
The  third  is  scheduled  for  completion  in  May  1975. 

2.  Issue. — Audits  review  of  RSI  also  showed  that  automated  handling  of 
exception  cases  involving  the  family  maximum  and  dual  entitlement  would  ( i ) 
significantly  improve  processing  time,  and  (ii)  reduce  salary  costs  by  an  esti- 
mated $1  million  annually. 

Status. — SSA  split  issue  into  two  parts.  The  first :  automation  of  dual  entitle- 
ment cases  where  there  is  no  change  in  benefits.  This  is  about  60  percent  com- 
plete with  balance  due  for  completion  by  March  31.  The  second :  automation  of 
recomputation  cases  of  family  maximum  provisions.  This  part  is  about  one-third 
complete  with  remainder  scheduled  for  April  completion. 

3.  Issue. — Audits  of  Blue  Cross  plans  continue  to  find  that  State  privilege 
fees — a  State  tax  on  the  privilege  of  doing  business — are  being  allocated  to  all 
lines  of  business,  including  Medicare.  Allowability  of  these  fees,  which  in  total 
are  substantial,  is  questionable. 

Status. — This  issue  has  been  appealed  to  the  Armed  Services  Board  of  Con- 
tract Appeals  (ASBCA).  After  their  decision  is  reached,  SSA  will  resolve  all 
audits  in  which  this  finding  appears.  Action  has  been  delayed,  however,  since 
the  ASBCA  has  postponed  the  hearing  of  this  case. 

OFFICE  OF  HUMAN  DEVELOPMENT 

1.  Issue. — Audit  Agency  reviews  and  studies  showed  a  continuing  need  exist- 
ing for  Head  Start  grantees  to  improve  their  financial  management  capabilities. 
OHD,  in  conjunction  with  Regional  Offices,  plans  to  meet  this  need  by  improving 
training  and  technical  assistance  in  financial  management  for  Head  Start  grant- 
ees through  in-house  and  contractural  assistance. 

Status. — Regional  needs  have  been  determined  and  reviewed;  all  have  con- 
tinuing plans  for  assistance  to  grantees. 

2.  Issue. — A  need  exists  for  improved  financial  management  capabilities  for 
Native  American  program  grantees.  OHD  plans  to  contract  for  writing  an  ac- 
counting manual,  and  provide  group  training.  On-site  visits  are  also  planned. 

Status. — This  year-long  plan  is  on  target.  The  contractor  has  been  hired. 

3.  Issue. — GAO  reports  the  vocational  rehabilitation  (VR)  program  was  not 
able  to  help  all  (possibly  7  million)  who  need  or  would  benefit  from  it.  Also, 
many  rehabilitated  persons  did  not  become  self-sufficient  or  competitive  with 
non-handicapped  persons.  GAO  feels  the  Department  should  obtain  better  and 
more  realistic  estimates  of  the  universe,  and  annual  increment  of  eligible  recipi- 
ents .  .  .  consider  the  use  of  other  Federal  programs  to  meet  in  future  plan- 
ning .  .  .  begin  an  information  system  on  current  and  long-range  effectiveness  .  .  . 
impress  upon  States  the  need  for  determining  a  client's  ability  to  pay  .  .  .  refine 
annual  caseload  data  to  show  additional  information  regarding  oases  processed 
and  results,  (carry-over  issue  from  fiscal  year  1975) 

Status. — Three  points  of  a  five-part  plan  completed  by  December,  balanced  by 
June  30  except  for  assistance  to  States — slipped  to  first  quarter  of  fisf;i)  year 
1977.  A  technique  for  estimating  the  universe  of  disabled  in  need  and  eligible 
for  VR  was  developed.  Through  computerization:  caseload  information  1ms 
been  expanded  .  .  .  more  detailed  client  and  program-related  data  now  being 
obtained. 


73-190—76  8 


Appendix  5. — Examples  of  Significant  Recommendations  of  the 
HEW  Audit  Agency  Which  Have  Not  Been  Followed 


REVIEW    OF    LEVEL   OF    CARE   PROVIDED    MEDICAID   PATIENTS   IN    STATE   AND  PRIVATE 
NURSING  HOMES,   DISTRICT  OF  COLUMBIA  ACN  03-60157 

Findings:  Our  review  showed  that  88  of  114  personal  care  homes  (usually 
family  type  dwellings  with  no  more  than  4  patients),  in  the  District  of  Columbia 
were  not  able  to  provide  the  level  of  intermediate  nursing  care  required  by  the 
physical  condition  of  their  patients.  As  a  result,  the  SS  homes  received  $744,704 
in  Federal  funds  to  which  they  were  not  entitled.  We  found  : 

Fifty  homes  could  provide  only  room  and  board  to  119  Medicaid  patients. 
Thirty-seven  homes  provided  a  lower  level  of  intermediate  care  than  re- 
quired by  150  patients. 

One  home,  which  was  unlicensed  for  several  years  because  of  serious  and 
repetitive  deficiencies,  housed  up  to  19  patients. 
Also,  the  District  claimed  excess  Federal  financial  participation  (FFP)  of  at 
least  $194,685  for  certain  patients  at  the  D.C.  Village,  a  State  operated  nursing 
home,  because  (1)  intermediate  care  patients  were  claimed  at  the  skilled  care 
rate,  and  (2)  room  and  board  patients  were  erroneously  included  in  the  claim 
for  FFP. 

Recommendation:  Our  report,  issued  August  27,  1975,  recommended  that  the 
District  (1)  refund  $939,389  to  the  Federal  Government,  (2)  ensure  that  Med- 
icaid nursing  home  patients  are  placed  in  licensed,  qualified  homes,  and  (3) 
review  past  and  future  claims  to  ensure  FFP  is  being  properly  claimed.  The 
District  had  generally  agreed  with  our  findings  bat  disagreed  with  our  recom- 
mendation that  $939,389  in  FFP  funds  be  refunded  to  the  Federal  Government. 

Current  status:  As  of  June  24,  1976,  all  report  findings  remained  unresolved. 

REVIEW  OF   MEDICAID  PROGRAM  IN  PUERTO  RICO  ACN  02-60200 

Findings:  We  found  that  claims  for  outpatient  services  for  fiscal  years  1972 
and  1973  were  overstated  by  about  $28.4  million  ($14.2  million,  Federal  share). 
This  was  caused  by  an  inadequate  cost  accounting  system  which  provided  inac- 
curate cost  data  for  claims.  Our  review  also  disclosed  deficiencies  in  the  utiliza- 
tion review  program,  and  inaccurate  and  untimely  fiscal  and  statistical  reports. 
Without  an  adequate  utilization  review  program  there  was  no  assurance  that  all 
services  provided  are  necessary,  appropriate  and  of  high  quality.  Further,  be- 
cause of  the  overall  weaknesses  in  the  accounting  system  we  were  unable  to 
render  an  opinion  on  the  propriety  and  acceptability  of  all  claims  submitted  for 
Federal  reimbursement. 

Recommendations :  In  our  report  issued  July  11,  1975,  we  recommended  that 
the  Puerto  Rico  Department  of  Health  (PRDH)  (1)  reduce  claims  for  outpatient 
services  by  $14.2  million,  (2)  expedite  the  development  and  implementation  of  an 
adequate  cost  reporting  system,  (3)  provide  for  more  effective  utilization  reviews, 
and  (4)  improve  fiscal  accountability  over  Federal  funds  expended. 

Current  status:  On  February  23,  1976  we  were  advised  by  the  Social  and  Re- 
habilitation Service  that  actions  had  been  started  to  carry  out  all  recommenda- 
tions except  for  the  recommended  financial  adjustment.  PRDH  had  agreed  with 
all  recommendations  except  for  this  financial  adjustment  and  was  in  the  process 
of  reconstructing  cost  data  for  fiscal  years  1972  and  1973  in  an  effort  to  substan- 
tiate their  position.  As  of  June  23,  1976  we  were  advised  that  PRDH  was  still 
engaged  in  this  work. 

REVIEW  OF  ESEA  TITLE  I  ADMINISTRATION  BY  THE  STATE  OF  NEW  YORK  

ACN  02-40002 

Findings:  Our  report  on  the  review  of  State  administration  of  the  ESEA 
Title  I  Program  covered  the  period  9/23/65  through  12/31/72  and  was  issued  on 
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3/8/74.  During  fiscal  years  1966  through  1973,  Title  I  allotments  to  the  State  of 
New  York  were  about  $1.2  billion,  of  which  about  $800  million  was  received  by 
the  New  York  City  Board  of  Education.  In  this  period,  a  more  critical  analysis  of 
project  proposals  and  increased  monitoring  by  the  State  agencv  might  have  pre- 
vented $28  million  being  spent  by  the  City  for  purposes  that  did  not  meet  Title  I 
requirements.  Contrary  to  regulations  which  require  that  Title  I  funds  be  used 
to  supplement  existing  programs,  some  $27  million  of  Title  I  funds  was  used  to 
supplant  State  and  local  funding  previously  provided  for  a  project  in  the  target 
areas.  An  additional  $1.1  million  was  used  to  provide  City-wide  testing  and 
school  board  training,  rather  than  for  activities  meeting  the  special  needs  of 
educationally  deprived  children. 

Recommendation:  That  the  City  and  State  (1)  refund  $28  million  to  the  Fed- 
eral Government,  (2)  implement  tighter  controls  over  the  EiSEA  I  program  to 
prevent  improper  use  of  program  funds  in  the  future,  and  (3)  strengthen  finan- 
cial controls,  including  requirements  for  periodic  audit,  to  assure  timely  and 
accurate  reporting  of  program  expenditures  by  LEAs.  The  Office  of  Education 
agreed  with  all  findings  in  the  report. 

Current  status:  Although  OE  has  been  working  on  a  final  determination  letter 
to  resolve  the  open  findings,  no  action  has  been  taken  as  of  June  24,  1976  to 
finally  close  out  this  report. 

REVIEW  OF  STUDENT  FINANCIAL  AID  PROGRAMS,  BISHOP  COLLEGE  ACN  06-61002 

Findings:  This  report,  released  on  10/16/75,  covered  the  College's  administra- 
tion of  the  National  Direct  Student  Loan,  College  Work-Study,  and  Supplemental 
Educational  Opportunity  Grant  Programs  during  the  period  7/1/71  through 
6/30/74.  The  major  deficiencies  disclosed  during  the  audit  pertained  to  (1)  the 
College's  improper  use  of  excess  Federal  funds  ($760,329)  to  meet  general  oper- 
ating expenses,  (2)  weaknesses  in  the  College's  accounting  system,  internal  con- 
trols, and  financial  reporting  procedures,  and  (3)  the  awarding  of  funds  to 
ineligible  students  or  in  excess  of  computed  student  needs.  Also,  some  students 
reecived  funds  in  excess  of  amounts  awarded. 

Recommendations:  That  the  College:  (1)  refund  $809,249,  (2)  establish  pro- 
cedures to  correct  deficiencies  noted,  and  (3)  review  student  files  to  assure  that 
amounts  awarded  were  properly  computed,  and  return  any  additional  Federal 
funds  when  appropriate.  The  Office  of  Education  concurred  in  our  findings  and 
recommendations. 

Current  status:  Subsequent  to  issuance  of  the  audit  report,  the  Office  of  Edu- 
cation engaged  in  extensive  communications  with  the  College.  As  of  6/15/76, 
however,  necessary  action  had  not  been  taken  to  resolve  the  report. 

REVIEW  OF  SUPPLEMENTAL  EDUCATIONAL  OPPORTUNITY  GRANTS,  COLLEGE  WORK-STUDY, 

AND  NATIONAL   DIRECT   STUDENT   LOAN   PROGRAMS,   SONOMA   STATE  COLLEGE  ACN 

09-40017 

Findings:  Our  review  disclosed  major  deficiencies  in  program  performance  as 
well  as  administrative  and  management  practices.  We  noted  that  Sonoma  needed 
to  improve  eligibility  and  awarding  procedures  to  preclude  awarding  funds  to 
ineligible  students.  Our  sample  projection  of  the  students  that  received  financial 
aid  for  the  period  7/1/69  through  1/12/73  showed  that  of  $1.8  million  paid— 
$963,251  was  paid  to  students  ineligible  for  financial  aid  or  in  excess  of  their 
computed  financial  needs.  Also  in  need  of  attention — the  collection  of  amounts 
owed  by  borrowers  under  the  National  Direct  Student  Doan  Program.  As  of 
4/12/73,  $115,135  of  loan  repayments  were  delinquent,  some  for  time  periods 
ranging  up  to  71/)  years.  This  amount  represented  17  percent  of  the  total  loans  in 
repayment  status. 

Recommendations :  Our  report,  issued  1/15/74,  recommended  the  Sonoma  (1) 
refund  $983,423,  and  (2)  establish  procedures  to  correct  the  deficiencies  noted. 
The  Office  of  Education  concurred  in  our  findings  and  recommendations. 

Current  status:  Subsequent  to  issuance  of  the  audit  report,  the  Office  of  Edu- 
cation contacted  the  College  on  a  number  of  occasions  with  respect  to  the  matters 
discussed  in  the  audit  report.  As  of  6/15/76,  however,  the  Office  of  Education  had 
not  advised  the  College  of  the  necessary  actions  that  should  be  taken  to  resolve 
the  report. 
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NORTH    CAROLINA    BLUE    CROSS    AND    BLUE    SHIELD,    INC.,    CHAPEL    HILL,  NORTH 

CAROLINA  ADMINISTRTIVE  COSTS  OF  THE  MEDICARE  PROGRAM — ISSUED  JANUARY  18,. 

1974  ACN  04-42006 

Finclinffs:  Our  audit  report  issued  on  January  18,  1974,  showed  that  the  final 
administrative  cost  proposals  for  the  period  January  1, 1971  through  December  31, 
1972  contained  cost  items  totaling  $148,950  which,  in  our  opinion,  were  not  allow- 
able. Included,  an  amount  totaling  $109,790  for  "premium  taxes"  (sometimes 
called  "privilege  fees"').  This  tax,  assessed  by  the  State  of  North  Carolina  on 
premiums  collected  by  the  Plan,  was  claimed  on  the  basis  that  it  represented  a  tax 
for  the  privilege  of  doing  business  in  North  Carolina.  In  our  opinion,  these  costs 
are  not  allowable  Medicare  costs  because  the  tax  applies  only  to  the  Plan's  private 
insurance ;  thus  there  is  no  benefit  to  Medicare  beneficiaries.  The  remaining 
$39,160  of  questioned  administrative  costs  include  such  items  as  ineligible  data 
processing  costs;  unallowable  property  raxes,  printing  costs,  and  travel;  and 
excess  charges  due  to  accounting  errors. 

Recommendations :  That  the  PLm  (1)  make  adjustments  to  reduce  its  proposal 
by  $148,950,  and  (2)  improve  procedures  to  ensure  improper  charges  are  not 
repeated  in  the  future. 

Current  status:  SSA  has  not  completed  action  necessary  to  resolve  this  report 
at  May  31,  1976,  because  the  "premium  tax"  issue  has  not  yet  been  resolved.  It 
has  been  appealed  to  the  Armed  Services  Board  of  Contract  Appeal.  Resolution 
will  enable  SSA  to  close  a  number  of  other  reports  containing  this  same  issue. 

REVIEW   OF  ACCUMULATION  AND  USE  OF  DATA  FROM   STATISTICAL   SAMPLES  OF 
MEDICARE  CLAIMS  ACN  13-40010 

The  MADOC  report 

Findings:  The  Medicare  Analysis  of  Days  of  Care  (MADOC)  report  was 
designed  to  furnish  intermediaries  and  providers  with  statistical  data  on  hos- 
pital stays  for  Medicare  patients,  and  to  provide  each  hospital  with  criteria 
usable  in  evaluating  length  of  stay.  However,  the  MADOC  reports  did  not  find 
acceptance  with  intermediaries  and  providers  because  (1)  they  were  too  com- 
plex and  limited  in  scope,  (2)  data  was  untimely  and  invalid,  and  (3)  other 
available  tools  were  considered  most  effective. 

Recommendation :  Considering  the  $1.4  million  annual  cost  of  accumulating 
the  data  from  which  MADOC  is  derived,  we  recommended  that  the  MADOC 
reports  be  terminated  unless  they  could  be  published  on  a  timely  and  accurate 
basis  and  geared  more  to  the  needs  of  the  intermediaries,  providers  and  PSRO's. 

Current  status :  In  February  1975,  the  Office  of  Research  and  Statistics 
(ORS),  which  produces  the  MADOC  report  for  SSA  decided  to  discontinue 
publication.  However,  SSA's  Bureau  of  Health  Insurance  (BHI)  did  not  concur 
and  suggested  that  efforts  be  made  to  convince  the  private  sector  of  its  value. 

As  part  of  the  effort  to  increase  the  in-house  use  of  MADOC,  members  of 
SSA's  statistical  staff  visited  the  Bureau  of  Quality  Assurance  (BQA)  and 
presented  their  views  on  the  potential  use  of  the  MADOC  file.  At  that  time,  no 
commitment  was  made  by  BQA  regarding  the  use  of  MADOC.  We  were  subse- 
quently informed  by  BQA  that  they  do  not  intend  to  use  the  report  for  PSRO 
purposes  on  a  continuing  basis;  they  are  developing  their  own  data  collection, 
processing  and  reporting  system. 

It  will  be  a  year  or  two  before  the  BQA  system  becomes  operational  on  a 
national  basis.  In  the  interim,  MADOC  offers  base-line  data  which  could  serve 
as  a  starting  point  from  which  PSRO's  can  begin  reviews  of  hospital  lengths 
of  stay.  Once  the  BQA/PSRO  system  is  functioning,  there  will  be  little  or  no 
requirement  for  the  MADOC  system  and  output  and  the  need  to  accumulate- 
data  from  the  20  percent  claims  sample  will  be  of  questionable  value. 

REVIEW   OF  ACCUMULATION  AND  USE  OF  DATA  FROM   STATISTICAL   SAMPLES  OF 
MEDICARE  CLAIMS  ACN  13-40010 

Centralized  medical  coding 

Findings :  SSA's  decision  to  centrally  code  medical  data  on  sample  Medicare 
claims  was  based  on  the  premise  that  only  a  few  intermediaries  were  pre- 
coding  and  that  little  uniformity  existed  among  the  various  coding  systems 
they  used.  Today,  most  of  the  sample  claims  received  by  SSA  have  been  pre- 
viously coded  and  prepared  in  computer  input  form.  When  SSA  codes  these 
claims  unnecessary  duplication  results.  Since  most  of  SSA's  $4.4  million  annual 
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system  costs  are  for  coding  and  input  preparation,  the  duplication  of  effort 
becomes  expensive. 

Recommendations:  We  recommended  that  (1)  centralized  medical  coding  of 
sample  claims  be  discontinued  to  the  extent  intermediary  coding  is  duplicated, 
(2)  development  of  an  automated  coding  system  be  discontinued  unless  it  could 
be  proven  more  feasible  and  economical  than  existing  systems,  and  (3)  medical 
coding  be  improved  at  the  source  rather  than  duplicated  centrally. 

Current  status :  SSA  sent  a  questionnaire  to  all  intermediaries  requesting 
information  on  their  coding  practices.  Although  it  covered  several  relevant 
aspects  of  coding,  no  inquiry  was  made  into  the  cost  factors  involved.  No 
portion  of  duplicative  centralized  coding  has  been  discontinued.  Also,  work 
on  the  automated  system  has  continued  unabated  without  development  of 
realistic  cost  estimates  and  system  comparisons. 

REVIEW  OF  REIMBURSEMENT  RATES  FOR  MEDICAL   SERVICES  PURCHASED  UNDER  THE 
DISABILITY  PROGRAM  ACN   13-6  2  628 

Findings :  The  Pennsylvania  State  agency  administering  SSA's  disability 
program  did  not  consider  providers  usual  charges  and  prevailing  fees  as  estab- 
lished by  Medicare  in  negotiating  rates  of  payment  for  diagnostic  services.  As 
a  result,  we  estimate  that  excess  payments  totalling  more  than  $418,000  were 
made.  The  problem  of  different  reimbursement  rates  for  similar  medical  serv- 
ices has  nation-wide  implications.  At  the  time  of  our  audit,  SSA,  Rehabilitation 
Services  Administration  (RSA),  and  the  Office  of  Assistant  Secretary  for  Plan- 
ning and  Evaluation  (ASPE)  were  making  independent  in-house  studies  of 
this  problem  area. 

Recommendations  :  For  insuring  a  uniform  approach  to  the  reimbursement 
rate  issue  within  HEW,  we  recommended  that  SSA  (1)  coordinate  its  study 
with  those  being  conducted  by  RSA  and  ASPE,  (2)  promulgate  to  all  State 
agencies,  new  guidelines  and/or  regulations  resulting  from  the  joint  studies, 
and  (3)  monitor  all  State  agencies  to  ensure  that  the  new  guidelines  and/or 
regulations  are  implemented  effectively  and  timely. 

Current  status :  Lines  of  communication  were  established  in  January  1976, 
between  SSA  and  RSA/ASPE  for  the  mutual  exchange  of  information.  How- 
ever, discussions  with  SSA's  project  coordinator  revealed  that,  except  for  the 
initial  contact,  no  further  attempt  has  been  made  to  coordinate  study  efforts. 
In  addition,  since  the  reply  to  our  report  in  March  1976,  SSA  has  made  only 
intermittent  efforts  to  complete  its  own  study.  In  spite  of  the  potential  impact 
uncontrolled  reimbursement  rates  could  have  on  Disability  Determination  Pro- 
gram funds,  little  evidence  exists  that  SSA  officials  consider  completion  of  the 
in-house  study  and  coordination  with  RSA/ASPE  high  priority  projects. 

AUDIT    OF    SSA    EXTRAMURAL    RESEARCH    PROGRAM    ACN  13-40001 

Monitoring  and  followup  procedures 

Findings :  SSA's  use  of  site  visits  to  research  grantees  and  contractors, 
progress  reports  and  other  less  formal  contacts  were  insufficient  to  provide 
accurate  information  on  project  status.  Research  projects  were  not  completed 
on  time,  final  reports  were  overdue  and  management  did  not  utilize  available 
measures  to  correct  the  situation. 

Recommendations :  Our  recommendations  for  strengthening  procedures  in- 
cluded :  (1)  pre-award  site  visits  to  evaluate  the  grantee's  workload  and  support 
services,  (2)  periodic  site  visits,  and  (3)  use  of  follow-up  procedures  outlined 
in  Chapter  1-42  of  the  Grants  Administration  Manual. 

Current  status :  Weaknesses  still  exist  with  respect  to  site  visits,  progress 
reports,  and  the  receipt  of  final  project  reports.  Grantees  generally  cannot  meet 
their  estimated  timetable  and  projects  have  to  be  extended.  Many  grant  final 
reports  are  overdue  even  with  a  time  extension  of  up  to  one  year. 

Folloivup  recommendations:  In  our  follow-up  audit  report,  ACN  13-62701, 
we  recommended  that  SSA  emphasize  the  need  for  site  visits  and  progress  re- 
ports for  monitoring  project  status.  Also,  that  formal  summary  performance 
evaluations  be  made  of  past  and  present  grantees  and  contractors.  Further,  we 
recommended  that  SSA  establish  a  time  limit  for  using  monitoring  procedures 
outlined  in  the  Grants  Administration  Manual.  SSA  concurred  with  Uiose 
.recommendations. 
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REVIEW    OF    ILLINOIS    VOCATIONAL    REHABILITATION    PROGRAM — ACN  05-50036 

Findings :  Our  report,  issued  on  11/11/74,  disclosed  the  need  for  improvement 
in  a  number  of  financial  management  and  program  administration  areas.  Among 
our  more  significant  findings  :  (1)  only  40  percent  of  the  vocational  rehabilitation 
(VR)  clients  who  received  training  were  placed  in  jobs  related  to  that  training 
(18%  found  unrelated  jobs,  42%  were  unemployed),  (2)  VR  services  were  not 
always  provided  in  a  timely  manner  because  cases  were  often  delayed  in  the 
preservice  stages  of  the  rehabilitation  process,  (3)  statistical  and  financial  in- 
formation used  to  administer  and  evaluate  the  VR  program  was  inaccurate  and 
unreliable,  and  (4)  a  duplicate  claim  resulted  in  the  overstatement  of  Federal 
expenditures  by  about  $1.4  million. 

Recommendations :  That  ( 1 )  additional  or  improved  procedures  for  training 
services,  (2)  increased  monitoring  of  VR  cases  to  ensure  services  are  provided 
in  a  more  timely  manner,  and  (3)  the  State  refund  $1.4  million  and  take  steps 
to  improve  the  accuracy  and  reliability  of  statistical  and  financial  data  and  to 
improve  overall  program  administration. 

Current  status :  The  State  has  acted  to  correct  deficiencies  in  the  areas  of 
financial  accountability  and  to  refund  duplicate  claims  of  $1.4  million.  How- 
ever, a  number  of  other  recommendations  have  yet  to  be  acted  on,  including 
those  aimed  at  improving  (1)  VR  training  services  (both  initial  and  followup), 
(2)  the  timeliness  of  services  provided,  and  (3)  the  accuracy  and  reliability 
of  program  statistical  information. 


Area  involved 


Man-year 

saving  How  achieved 


Grants  to  States  and  local  governments... 
Social  Security  Administration  (Medicare). 


Grants/contracts  to  universities  and  nonprofits 


10   Use  of  State  audit  organizations. 
1,975   Use  of  intermediary   audit  staff  and  public 
accountants. 

193  Use  of  university  audit  staff/public  accountants/ 
other  Federal  organizations. 


Add:  Savings  achieved  through  increased  staff 
productivity. 


2, 178 
120 


2, 298 


Appendix  6. — Additional  Questions  and  Answers 


(a)  The  following  questions  were  submitted  to  and  answered  by  the  Director 
of  the  HEW  Audit  Agency  : 

Question  1.  In  your  judgment,  how  adequate  is  current  audit  coverage  of  HEW 
grant  programs  ?  Please  give  details  concerning  any  specific  areas  of  concern. 

Answer.  Adequacy  of  audit  coverage  equates  in  great  measure  to  numerical 
staffing  adequacy.  The  last  analysis  of  the  Department's  current  and  potential 
audit  workload,  conducted  in  June  1975,  indicated  a  need  for  3,954  man-years 
of  effort  annually.  By  utilizing  the  work  of  outside  auditors  (2,178  man-years) 
and  through  increased  staff  productivity  (120  man-years),  annual  audit  man- 
power requirements  have  been  reduced  by  some  2,298  man-years.  But,  there  still 
remains  a  balance  of  1,656  man-years  compared  to  authorized  staff  of  964. 

As  indicated  above,  a  disparity  exists  between  available  audit  resources  and 
workload.  Efforts  to  minimize  the  adverse  effects  of  this  situation  have  centered 
around  reallocating  available  resources  to  areas  most  in  need  of  audit  attention. 
However,  there's  a  price  to  pay — limited  or  no  audit  coverage  for  a  substantial 
number  of  Department  programs. 

Question  2.  During  testimony  on  the  Fiscal  Year  1977  appropriation  (House 
hearings  p.  854),  it  was  stated  that  the  Audit  Agency's  workload  of  3,954  man- 
years  of  effort  had  been  reduced  by  various  means  by  some  2,299  man-years. 
Please  give  a  breakdown  showing  the  areas  in  which  the  2,299  man-years  reduc- 
tion was  achieved  and  the  manner  in  which  the  reduction  was  accomplished  in 
each  area. 

Answer.  The  information  requested — showing  the  reduction  of  the  Audit 
Agency's  workload  as  of  June  1975 — 2,298  man-years  follows  : 


Area  involved 


Grants  to  States  and  local  governments  

Social  Security  Administration  (medicare)  

Grants/contracts  to  universities  and  nonprofits  

Total  

Savings  achieved  through  increased  staff  produc- 
tivity. 

Total  


Man-year 

saving  How  achieved 


10  Use  of  State  audit  organizations. 

1,975  Use  of  intermediary  audit  staff  and  public  ac- 
countants. 

193  Use  of  university  audit  staff  (public  accountants) 

  other  Federal  organizations. 

2,178 

120 


2,298 


Question  3.  It  was  also  stated  that  a  study  of  audit  work  to  be  done  and 
available  resources  was  being  carried  out  and  should  be  completed  around  May  1. 
Please  provide  a  copy  of  the  study  and  describe  any  significant  actions  which 
have  been  taken  as  a  result  of  its  findings.  Please  indicate  specifically  whether 
or  not  any  new  positions  have  been  requested  for  Fiscal  Year  1977,  giving  the 
date  of  any  such  request. 

Answer.  The  results  of  this  study  are  not  yet  available.  Also,  as  of  this  point 
in  time,  no  additional  audit  positions  have  been  requested  for  Fiscal  Year  1977. 

Question  4.  Please  provide  a  breakdown  of  the  audit  resources  currently  avail- 
able to  carry  out  audit  work  related  to  HEW  programs.  For  each  major  category 
of  such  resources,  please  indicate  whether  or  not  the  Audit  Agency  Director 
has  unrestricted  authority  to  direct  and  control  the  scheduling  and  working 
procedures  of  the  auditors  involved,  giving  details  of  any  restrictions.  To  the 
extent  that  the  Audit  Agency  Director  does  not  control  scheduling  and  work 
procedures,  please  indicate  who  does. 

Answer.  The  information  requested  follows : 

(a) Audits  performed  by  In-House  Audit  Resources — the  Director,  Audit 
Agency  has  complete  authority  over  scheduling  and  working  procedures. 

(Ill) 
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(b)  Audits  performed  by  State  Auditors — the  Audit  Agency  actively  en- 
courages State  auditors  to  expand  the  scope  of  their  audits  of  State  admin- 
istered Federal  programs  to  meet  Federal  as  well  as  State  audit  require- 
ments. Although  the  Director,  Audit  Agency  does  not  have  direct  control  over 
scheduling  and  working  procedures,  the  results  of  this  effort  are  reviewed 
for  compliance  with  Federal  audit  requirements. 

(c)  Audits  performed  by  Public  Accountants — the  Director,  Audit  Agency 
does  not  have  control  over  the  scheduling  of  such  audits.  Such  audits,  how- 
ever, are  required  to  be  performed  in  accordance  with  generally  accepted 
auditing  standards  and  audit  guides  prescribed  by  the  Audit  Agency.  The 
Director,  Audit  Agency  is  responsible  for  evaluating  the  results  of  such 
audits  for  compliance  with  prescribed  requirements. 

Question  5.  During  testimony  on  the  Fiscal  Year  1977  appropriation  (House 
hearings,  p.  885),  it  was  indicated  that  efforts  of  the  Audit  Agency  result  in 
recovery  of  an  estimated  $100  million  annually.  Does  this  estimate  represent 
actual  or  recommended  recoveries?  If  recommended,  what  is  your  estimate  of  the 
amount  actually  recovered? 

Answer.  The  amount  in  question  represents  audit  recommended  financial  ad- 
justments actually  accepted  by  operating  agency  (s).  While  some  of  the  financial 
adjustments  are  made  almost  immediately,  others  may  require  extensive  time 
periods  depending  upon  grantee/contractor  appeal  rights  and  individual  circum- 
stances. Although  the  Audit  Agency  performs  follow-up  reviews  to  determine 
whether  accepted  recommendations  (including  financial  adjustments)  are,  in 
fact,  implemented,  it  does  not  maintain  records  on  amounts  actually  recovered. 

Question  6.  Is  it  true  (1)  that  the  Assistant  Secretary,  Comptroller  has — or 
had  until  recently — selection  authority  for  all  Audit  Agency  headquarters'  posi- 
tions, and  (2)  that  each  of  HEW's  ten  Regional  Directors  has — or  had  until 
recently — selection  authority  for  audit  positions  in  his  region  through  the  GS-14 
level  and  co-selection  authority  with  the  Assistant  Secretary,  Comptroller,  for 
the  Regional  Audit  Director?  If  so,  please  indicate  what  changes,  if  any,  have 
been  made  in  these  arrangements. 

Answer.  Until  recently,  the  Assistant  Secretary,  Comptroller,  had  selection 
authority  for  all  Audit  Agency  headquarters  positions  at  the  GS-14  and  15  level 
and  regional  directors  had  selection  authority  for  all  audit  positions  within  their 
region  through  the  GS-14  level.  In  addition,  regional  directors  had  co-selection 
authority  with  the  Assistant  Secretary,  Comptroller,  for  regional  audit  director 
positions  within  their  respective  regions.  However,  even  though  selection  au- 
thority was  vested  elsewhere,  regional  audit  directors  reviewed  and  approved 
the  professional  qualifications  of  candidates  for  all  field  audit  positions  through 
the  GS-12  level  and  the  Director,  HEWAA  did  likewise  for  all  GS-13,  14  and  15 
audit  positions.  Effective  June  8,  1976,  delegation  of  selection  authority  for  HEW 
Audit  Agency  positions  was  revised  as  follows  : 

1.  The  Assistant  Secretary,  Comptroller,  and  the  Director,  HEW  Audit  Agency, 
are  delegated  authority  to  co-select  for  regional  audit  director  positions. 

2.  The  Director,  HEW  Audit  Agency,  is  delegated  authority  to  select  for  all 
headquarters  audit  positions,  except  the  Deputy  Director. 

3.  Each  regional  audit  director  is  delegated  authority  to  select  employees  for 
all  Audit  Agency  positions  in  their  respective  region. 

The  Secretary  has  retained  authority  to  select  the  Director  and  Deputy 
Director,  HEW  Audit  Agency. 

Question  7.  A  January  15,  1976,  directive  requires  that  any  indications  of  fraud 
discovered  during  an  audit  are  to  be  reported  to  the  Office  of  Investigations  within 
24  hours.  Prior  to  issuance  of  this  directive,  were  indications  of  fraud  reported 
to  CIS  and,  if  so,  within  what  time  period? 

Answer.  Yes.  Although  there  were  no  written  instructions  prior  to  the  Janu- 
ary 15  memorandum,  as  a  general  practice,  all  such  matters  were  reported  as 
expeditiously  as  possible. 

Question  8.  Under  the  Medicare  program,  providers  of  medical  services  under 
Part  A  are  audited  primarily  by  auditors  hired  by  intermediaries.  Is  it  true  that 
many  persons  associated  with  such  providers  are  members  of  the  boards  of 
trustees  of  the  intermediaries  responsible  for  such  audits?  If  so,  what  proce- 
dures, if  any,  does  HEW  have  to  guard  against  conflicts  of  interest  in  connection 
with  auditing  of  providers  whose  officials  are  also  officials  of  the  intermediary? 
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Answer.  Information  dealing  with  the  composition  of  intermediary  boards  of 
directors  is  not  available  in  the  Audit  Agency.  Although  the  Audit  Agency  has 
not  issued  any  special  instructions  dealing  with  such  situations,  we  would  expect 
that  under  generally  accepted  auditing  standards,  the  auditor  would  report 
any  situations  involving  favorable  treatment  of  providers. 

Question  9.  Does  the  Audit  Agency  have  any  program  for  evaluating  the 
quality  and  sufficiency  of  audit  work  relating  to  HEW  programs  done  by  State 
auditors,  public  accountants,  intermediary  employees,  etc.?  If  so,  please  give 
details. 

Answer.  Yes,  the  Audit  Agency  has  issued  detailed  instructions  to  its  staff 
in  the  form  of  audit  guides,  for  reviewing  and  evaluating  work  performed  by 
non-Federal  auditors.  For  example,  the  audit  guide  for  review  of  the  Medicare 
provider  audit  function  deals  with  the  following : 

(a)  Appropriateness  of  the  scope  of  audit  prescribed  ; 

( b )  Review  of  the  system  of  priorities  used  ; 

(c)  Review  of  the  audit  work  papers  on  selected  providers  for  adequacy 
in  view  of  the  scope  of  audits  prescribed  ; 

(d)  Where  appropriate,  audit  work  is  to  be  test  checked  at  the  provider 
site :  and 

(e)  Review  of  the  cost  reports  settlement  by  the  intermediary. 

Question  10.  During  recent  months,  investigations  by  State  and  local  personnel, 
particularly  in  New  York,  have  disclosed  widespread  irregularities  in  the  opera- 
tions of  one  or  more  nursing  home  chains  receiving  payment  under  the  medicaid 
program.  Is  there  any  assurance  that  similar  irregularities  by  the  same  providers 
have  not  occurred  under  the  Medicare  program  but  not  been  disclosed?  If  so, 
please  describe  the  basis  for  any  such  assurance. 

Answer.  Responsibility  for  assisting  States  in  the  conduct  of  Medicaid  fraud 
and  abuse  investigations  is  vested  in  the  Social  and  Rehabilitation  Services' 
Medicaid  Fraud  and  Abuse  Unit.  With  respect  to  New  York,  the  Audit  Agency 
routinely  receives  copies  of  audit  reports  issued  by  the  State  Comptroller's  audit 
staff. 

Question  11.  Is  it  true  that  until  recently  some  States  did  not  make  any  audits 
of  Medicaid  providers  and  that  at  least  one  State  did  not  even  require  cost  reports 
to  be  furnished? 

Answer.  Yes.  In  view  of  this  situation,  the  Department  has  out  for  comment 
proposed  regulations  (45  CFR  250)  which  include  the  requirement  that  States 
must  provide  for  audits  of  nursing  homes.  In  addition,  States  will  be  required 
to  develop  cost  reimbursement  policies  which  will  be  incorporated  in  the  State 
plan.  Statewide  uniform  cost  reports  are  also  required. 

Question  12.  Please  provide  an  estimate  of  the  manner  in  which  the  Audit 
Agency's  resources  are  allocated  respectively  among  the  following  major 
objectives. 

(a)  Examinations  of  financial  operations  and  compliance  with  applicable 
laws  and  regulations; 

( 6 )  Reviews  of  efficiency  and  economy  in  the  use  of  resources  ; 

(c)  Reviews  to  determine  whether  desired  results  are  effectively  achieved; 
and 

( d)  Other  major  objectives,  if  any. 

Answer.  Although  we  do  not  maintain  information  breaking  down  the  results  of 
audit  by  the  above  cited  categories,  the  HEW  Audit  Agency  regards  all  elements 
of  a  full  scope  audit  as  legitimate  areas  of  nudit  inquiry.  rHiis  does  not  mean, 
however,  that  each  audit  assignment  in  and  of  itself  covers  all  the  cited  elements. 
In  developing  audit  plans,  audit  scope  is  tailored  for  each  program,  function,  or 
activity  according  to  the  individual  circumstances,  management  needs  to  be  met, 
and  the  overall  work  priorities.  In  many  cases,  this  tailoring  approach  results  in 
audits  that  are  mixtures  of  the  various  elements  of  a  full  scope  audit,  although 
one  or  more  elements  may  predominate.  For  example,  audits  of  grants  to  universi- 
ties and  other  nonprofit  type  organizations  deal  primarily  with  Qbjeetives  (a)  and 
(b)  cited  above.  On  the  other  hand,  the  scope  of  some  of  our  internal  audits  as 
well  as  audits  of  State  administered  programs  has  been  expanded  to  include 
objective  (c)  above. 
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Question  13.  Please  provide  similar  estimates,  to  the  extent  feasible,  of  the 
manner  in  which  resources  of  outside  units  engaged  in  auditing  HEW  programs 
are  allocated. 

Answer.  For  the  most  part,  audits  of  HEW  programs  performed  to  date  by 
non-Federal  auditors  pertain  to  examinations  of  financial  operations  and  com- 
pliance with  applicable  laws  and  regulations.  See  response  to  question  2. 

Question,  14.  Please  describe  briefly  the  manner  in  which  the  Audit  Agency's 
program  is  planned.  To  what  extent,  if  any,  are  outside  units  engaged  in  auditing 
HEW  programs  subjected  to  similar  planning  procedures? 

Answer.  The  planning  process  utilized  by  the  Audit  Agency  provides  for 
stratifying  all  HEW  programs  on  an  audit  need  basis — in  order  of  priority.  This 
stratification  process  is  made  on  the  basis  of  the  following  factors  : 

(  a)  New  programs  (programs  in  existence  for  two  years  or  less) 
(0)  Sensitive  areas  (involving  strong  news,  Congressional,  or  pressure 
group  interest) 

(c)  Mandated  audits  (requests  for  audit  coverage  by  high  Department 
officials) 

(d)  Requests  for  audit  services  (audit  services  requested  by  HEW  officials 
other  than  those  identified  in  "mandated  audits"  and  by  outside  sources 
including  reimbursable  audits ) 

(e)  Significant  problems  disclosed  in  previous  reviews  (items  that  could 
have  substantial  impact  on  HEW  program  operations) 

(/)  Money  involved  (amount  of  Federal  funds  subject  to  audit) 
(g)   Period  last  audited   (length  of  time  since  last  substantive  audit 
coverage) 

The  results  of  this  analysis,  which  take  into  consideration  resources  available 
through  outside  auditors,  are  then  compiled,  evaluated  and  provide  the  basis  for 
formulation  of  an  annual  work  plan.  The  work  plan  document  allocates  available 
audit  resources  between  major  audit  areas — State  and  local  programs,  university 
and  nonprofit  audits.  Social  Security  programs,  and  Department  internal  opera- 
tions. Within  each  of  these  areas,  allocations  are  made  to  individual  programs  and 
grantees,  identifying  specific  audits,  estimated  man-days  per  audit,  and  time 
frames  for  their  completion.  As  requests  for  work  plan  changes  are  received, 
the  factors  described  above  are  used  to  evaluate  the  merits  of  proposed  changes 
prior  to  their  initiation. 

(1>)  The  following  questions  were  submitted  to  the  Director  of  the  HEW,  Office 
of  Investigations : 

1.  Have  there  been  instances  in  which  HEW  investigators  have  been  denied 
access  to  documents  and/or  records  to  which  the  Department  had  a  contractual 
or  other  legal  right  of  access? 

2.  Does  the  Office  of  Investigations  now  have  subpoena  authority  available  for 
its  investigations  (prior  to  the  time  that  cases  are  referred  to  a  United  States 
attorney )  ? 

3.  Does  the  Office  of  Investigations  perceive  any  need  for  authority  to  subpoena 
witnesses  apart  from  the  procedures  already  available  to  grand  juries? 

4.  Does  the  Office  of  Investigations  perceive  any  need  for  specific  statutory 
authority  to  hold  hearings? 

5.  Is  there  reasonable  assurance  under  present  procedures  that  evidence  of 
possible  Medicaid  fraud  developed  at  the  State  and  local  level  is  being  forwarded 
to  United  States  attorneys  for  possible  Federal  prosecution  when  State  or  local 
prosecution  is  not  undertaken  ?  If  so,  please  give  details. 

6.  Are  funds  expected  to  be  available  for  hiring  additional  01  investigators 
during  fiscal  1977,  after  the  presently  authorized  74  positions  are  filled?  If  so, 
from  what  source  or  sources?  If  not,  were  such  funds  requested? 

Is  any  action  planned  to  attempt  to  obtain  such  funds?  If  so,  please  give 
details. 

7.  Did  01  play  a  signifieawt  part  in  the  initiation  of  the  current  Federal-State 
effort  to  curb  fraud  and  abuse  in  Medicaid?  If  so,  please  give  details. 

Is  it  now  playing  a  significant  part  in  that  effort?  If  so,  please  give  details. 

8.  Does  the  Office  of  Investigations  have  any  authority  to  direct  or  establish 
priorities  for  investigative  or  quasi-investigative  work  being  done  by  personnel 
of  other  Departmental  units  such  as  the  Bureau  of  Health  Insurance  or  the 
Medical  Services  Administration  ?  If  so,  please  give  details. 

9.  With  the  exception  of  its  own  limited  resources,  does  01  have  any  authority 
to  assign  HEW  personnel  to  assist  United  States  attorneys  in  investigation  and 
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prosecution  of  fraud  and  abuse  cases  (or  the  establishment  of  priorities  for 
such  assignments)?  If  so,  please  give  details.  [NOTE:  It  is  our  understanding 
that  01  has  helped  to  arrange  such  assignments  on  a  voluntary  basis,  but  this 
question  is  directed  to  authority.] 

10.  Have  there  been  instances  in  which  01  has  attempted  unsuccessfully  to 
obtain  HEW  personnel  to  assist  United  States  attorneys  in  the  investigation  and 
prosecution  of  fraud  and  abuse  cases,  or  in  which  such  personnel  have  been  as- 
signed but  the  assignment  has  subsequently  been  terminated  over  the  objectioa 
of  the  United  States  attorney  (s)  concerned?  If  so,  please  give  details. 

(Note:  The  preceding  questions  were  delivered  to  the  Director  of  the  HEW 
Office  of  Investigations  on  June  15,  1976.  Answers  were  prepared  and  submitted 
for  Departmental  clearance  shortly  thereafter.  However,  despite  several  requests, 
the  answers  had  not  been  cleared  and  submitted  to  the  subcommittee  as  of  July  12, 
1976. ) 


Appendix  7. — Letter  From  American  Dental  Association 


(The  American  Dental  Association  requested  that  the  following  letter  relat- 
ing to  H.R.  5302  and  similar  legislation  be  included  in  the  hearing  record. ) 

American  Dental  Association, 

Washington,  D.C.,  June  2, 1916. 

Hon.  L.  H.  Fountain, 

Chairman,  Subcommittee  on  Intergovernmental  Relations  and  Human  Resources, 
Committee  on  Government  Operations,  Rayburn  House  Office  Building, 
Washington,  B.C. 

Dear  Mr.  Fountain:  I  am  writing  to  express  the  concerns  of  the  American 
Dental  Association  with  H.R.  5302  and  similar  legislation  which  would  establish 
an  Office  of  Inspector  General  in  the  Department  of  HEW.  I  would  appreciate 
your  including  these  comments  in  the  record  of  the  hearings  which  you  have 
recently  held  on  this  legislation. 

The  American  Dental  Association  shares  the  concern  of  the  sponsors  of  this 
legislation  with  any  fraud  and  abuse  which  occurs  under  the  medicaid  program. 
We  would  like  to  emphasize  our  belief  that  the  fraud  and  abuse  which  does 
occur  involves  only  a  very  small  number  of  individuals  and  institutions.  The  vast 
majority  of  providers  under  medicaid  are  conscientiously  providing  care  under 
this  very  complex  program.  However,  the  existence  of  any  fraud  and  abuse 
under  this  or  any  other  federal  program  cannot  be  condoned  and  the  Association, 
supports  all  appropriate  efforts  for  the  detection  and  appropriate  correction 
or  punishment  of  fraud  and  abuse. 

While  supporting  an  increase  in  federal  fraud  and  abuse  control  efforts,  we  do 
not  believe  that  it  is  appropriate  or  necessary  that  an  independent  position  of 
Inspector  General  be  established  within  the  Department  of  HEW.  We  are  aware 
of  recent  efforts  by  the  Department  to  expand  the  Office  of  Investigation.  This 
expansion  of  HEW  investigative  authority,  coupled  with  proposed  changes  in 
the  management  of  the  medicaid  program,  should  enable  the  Department  to 
satisfactorily  monitor  medicaid  and  the  other  federal  health  programs  with 
regard  to  fraud  and  abuse.  We  believe  there  is  sufficient  authority  within  the 
Department  at  the  present  time  to  identify  and  correct  cases  of  fraud  and  abuse 
if  this  authority  is  appropriately  implemented.  We  feel  that  the  recent  steps 
by  the  Department  should  result  in  a  successful  monitoring  program. 

In  addition,  we  have  concern  with  the  establishment  of  an  independent 
authority  within  HEW  which  is  primarily  investigative  in  nature.  We  believe 
that  there  is  merit  in  having  fraud  and  abuse  control  activities  of  the  Depart- 
ment directly  under  the  authority  of  the  Assistant  Secretary  for  Health.  We  are 
concerned  that  establishment  of  an  independent  investigative  authority  could 
prove  detrimental  to  the  health  care  orientation  of  these  programs,  for  it  must 
remain  clear  that  controls  which  would  in  any  way  interfere  with  the  delivery 
of  health  care  under  these  programs  cannot  be  tolerated. 

We  also  would  like  to  point  out  that  primary  reliance  must  be  placed  on  state* 
and  local  officials  for  policing  possible  fraud  and  abuse  in  the  medicaid  program. 
In  many  cases,  it  is  at  the  state  and  local  level  where  further  financial  assistance 
could  be  utilized  to  increase  the  effectiveness  of  fraud  and  abuse  control  pro- 
grams at  the  level  at  which  primary  responsibility  lies. 

In  conclusion  the  American  Dental  Association  is  opposed  to  the  legislation 
before  you  which  would  establish  an  independent  Office  of  Inspector  General 
in  the  Department  of  HEW.  In  addition,  we  would  urge  the  continued  support 
of  Congress  for  efforts  in  the  Department  of  HEW  and  the  state  and  local 
level  to  provide  adequate  support  for  the  control  of  fraud  and  abuse  activities 
which  are  now  ongoing. 

Thank  you  for  your  consideration  of  our  views. 
Sincerely  yours, 

Paul  W.  Kunkel.  Jr..  D.M.D. 
Chairman,  Council  on  Legislation.. 
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.Appendix  8. — Letter  From  American  Surgical  Trade  Association 


American  Surgical  Trade  Association, 

Chicago,  III.,  May  26, 1976. 

Mr.  James  R.  Naughton, 

Counsel,  Subcommittee  on  Intergovernmental  Relations  and  Human  Resources, 
Washington,  D.C. 

Dear  Mr.  Naughton  :  In  the  context  of  the  current  hearings  of  the  House  Sub- 
committee on  Intergovernmental  Relations  and  Human  Resources,  we  wish  to 
offer  your  Committee  and  the  Bureau  of  Health  Reimbursement  of  the  Social 
Security  Administration,  our  full  assistance  in  assuring  that  the  provisions  of  the 
Medicare  and  Medicaid  legislation  are  implemented  fairly  and  honestly. 

We  are  aware  of  the  problems  in  the  rental  of  durable  medical  equipment 
which  have  been  raised  in  recent  hearings  and  investigations.  Even  beyond  the 
obvious  need  to  protect  the  public  interest,  any  firms  engaged  in  such  practices 
undercut  the  honest,  legitimate  supplier  of  medical  equipment  and  undermine 
the  integrity  of  the  system  of  private  distribution  of  medical  goods  which  is 
vital  to  the  fast,  efficient  provision  of  medical  supplies  to  hospitals,  doctors,  and 
other  customers. 

As  specific  examples  of  such  practices  come  to  the  attention  of  our  members, 
we  will  provide  them  to  you  and  to  the  Social  Security  Administration  for  further 
investigation.  Please  let  us  know  at  any  time  if  we  can  provide  further  assistance 
in  the  joint  effort  to  preserve  the  integrity  of  these  important  health  care 
programs. 

Sincerely  yours, 

Robert  Anderson, 
Chairman,  Government  Relations  Committee. 
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ASSOCIATION  OF  FEDERAL  INVESTIGATORS 


The  Honorable  Jack  Brooks 

Chairman,.  Government  Operations  Committee 
U.  S.  House  of  Representatives 
Washington,  D.   C.  20515 

Dear  Sir: 

The  Association  of  Federal  Investigators  endorses  and. 
recommends  enactment  of  HR-5302  that  would  establish 
an  independent  office  of  Inspector  General  in  the 
Department  of  Health,   Education  and  Welfare. 

Almost  daily  we  are  confronted  with  criticism  by  the 
news  media  relating  to  government  programs  involving 
medicare,   medicaid,    social  security,    student  loans 
and  so  forth.     It  is  inconceivable  that  a  federal 
agency  with  a  budget  in  excess  of  $100  billion  is 
lacking  in  a  single  source  to  coordinate,  investigate 
and  report  on  allegations  affecting  its  many  and 
varied  programs. 

The  Association  believes  the  establishment  of  the 
Office  of  Inspector  General  would  be  a  major  step 
in  restoring  confidence  and  integrity  to  the  federal 
government.     We  hardily  endorse  the  enactment  of  this 
proposed  legislation. 

Sincerely, 


President 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
OFFICE  OF  THE  SECRETARY 


TO 


James 

^WNaughton 

Counsel,  Subcommittee  on  Intergovernmental 


DATE:     July  12,  1976 


Relations  and  Human  Resources 


Oaa> 


from       Alex  Williams  (AW 

Congressional  Liaison  Officer 

subject:  H.R.  5302,  a  Bill  To  Establish  the  Office  of  the  Inspector  General 
in  the  Department  of  Health,  Education  and  Welfare 


During  the  hearing  on  May  25,  before  the  Subcommittee  on  Intergovernmental 
Relations  and  Human  Resources,  the  Under  Secretary  promised  the  Subcommittee 
that  she  would  supply  them  with  some  additional  information.    I  apologize 
for  the  delay  in  responding «to  the  request. 


After  a  thorough  search  throughout  the  Department,  we  are  unable  to 
come  up  with  any  kind  of  a  "10  Most  Wanted"  list  of  legislation  causing 
us  the  most  serious  problems  in  the  area  of  Fraud  and  Abuse  which  we 
have  called  to  the  attention  of  the  Congressional  committees  which  have 
the  appropriate  jurisdiction. 

Attached,  however,  you  will  find  a  list  of  three  pieces  of  legislation 
whose  deficiencies  have  caused  us  serious  problems  in  the  area  of 
Fraud  and  Abuse. 


1.  Sections  13  and  19  of  H.R.  11939  -  re:  Eligibility  of  Institutions 

Discussed  needed  changes  before  Subcommittees  of  Education  and 
Labor  in  House,  Labor  and  Public  Welfare  in  Senate,  and 
Government  Operations  in  both  Houses. 

2.  H.R.  4376,  entire  bill  -  re:  Reduction  of  Defaults  in  GSL. 

Same  as  above 

3.  Section  109(b)  of  H.R.  12851  -  re:  Criminal  Provisions. 

Discussed  needed  changes  before  Subcommittees  of  Government 
Operations  in  both  Houses  and  submitted  letter  supporting  such 
Section  to  Congressman  Rhodes  on  May  10,  1976  for  use  of  entire 
House  during  Floor  action  on  H.R.  12851. 


ln!ergovcrr.inBn!al  Relations  end 
Hurnsn  Resources  Subcommittee 
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United  States.  Congress. 
House.  Committee  on 

Establishment  of  an  Office 
of   Inspector  General  in 


